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FARMERS IN THE DOMINICAN 
REPUBLIC 
[PHOTO: U.S. Agency for International Development] 





A Viable Model for 


Rural Development 
Albert Waterson 


[ Analysis of the global experience in rural development, especially 
in those developing countries where it has been most successful, 
points to six elements which represent a general model for viable 
development in rural areas, While country conditions differ con- 
siderably, these elements need to be considered if countries are to 
achieve sustainable results. ] 


Introduction 





The successful planning of rural development sets 
difficult and demanding requirements for governments 
which attempt it. The formulation of sound plans for 
agricultural or rural development requires capabili- 
ties which are in short supply in poor countries. The 
gap between plan and performance in these countries is 
often attributable to ill-devised plans which are incon- 
sistent, unrealistic or otherwise difficult or impossi- 
ble to implement, Even when plans are relatively sound, 
however, the actual results may be poor because cen- 
tral planners merely incorporate in their plans what 
must be done to achieve aggregate input and output tar- 
gets, without indicating with sufficient precision how, 
by whom and when it is to be done. 


Often, what needs to be done is not done because 
of inadequate systems of communication between plan- 
ners and technical ministries, departments and 


Mr. Waterston, for many years with the 
World Bank, is Director of the Agricultural 
Sector Implementation Project, Governmental 
Affairs Institute, Washington, D.C. and 
Professor of Economics at The American 
University, Washington, D.C. 





agencies; between entities of a national government, on the one hand, 
and regional and lgcal government agencies on the other; or between 
farmers and others who are engaged in production, storage, market- 
ing and other private activities related to agriculture and those in the 
public sector who are supposed to provide the supporting services. 
Between tradition-bound farmers and government officials a yawning 
gap often exists. It is difficult to cite a low-income country where 
communication among government entities, or between them and the 
private sector, is good: either necessary information is lacking, or 
it is not transferred to parties who should be using it due to weaknesses 
in administrative procedures. There are shortages of trained person- 
nel, who cannot be everywhere at once, and frequently such people 
tend to gravitate to the capital city far from rural areas where their 
knowledge is needed, 


The Agricultural Sector Implementation Project in which Iam now 
engaged is concerned with devising methods for dealing with these 
problems and others which impede planned development in the agricul- 
tural and rural sectors. There is a sizable but scattered body of 
theoretical and applied knowledge obtained from research and exper- 
ience around the world which provides information for improving the 
management of planned development in the agricultural and rural 
sectors, 


The task of the Agricultural Sector Implementation Project is, there- 
fore, to collect as much of the available information as can be assem- 
bled in order to lay a sound basis for improving the planning and man- 
agement of agricultural and rural development, In the process of doing 
this we compare theory with practice in countries which have tried to 
plan their agricultural and rural development in a systematic way, and 
then analyze the results. As a first step, the lessons learned from this 
comparative analysis of experience are being incorporated in a hand- 
book or manual which will lend itself to ready reference, Later pha- 
ses of the Project will include seminars, training courses for teachers 
who can organize training for agricultural managers in their own coun- 


tries, provision of consultancy services, and other possible activities 
and publications. 


The following is extracted from a preliminary draft of our manual, 
It is intended to present in brief form some general principles which 
have emerged in the work so far. It must be emphasized that these 
are not based on ana priori theoretical approach, nor on novel ideas, 
but are derived from the analysis of experience which will be presened 
in more detail when the manual is completed. 


Viable Rural Development 





Viability in rural development depends on sustained growth in rural 
incomes, derived primarily from agriculture, that can meet the costs 





of development programs. Although it may not have been intended, 
agricultural development has frequently benefited rich farmers more 
than poor farmers in developing countries because rich farmers have 
access to, and poor farmers often lack, the education, credit, irri- 
gation and other things required to respond adequately to new oppor- 
tunities. This has led the World Bank and other donor agencies and 
countries to give increasing attention to the promotion of development 
which provides poor farmers in developing countries with the infra- 
structure and services required to enlarge their share in the in- 
creases of agricultural output and income. However, prodigious 
difficulties stand in the way of mounting rural development programs 
which will provide a sustained increase in the level of welfare ofa 
significant proportion of poor farmers specifically, and the rural 
poor in general, In most instances the social overhead facilities and 
services which governments provide to the rural poor contribute only 
marginally to economic growth — in the short run at least, 


Experience shows that for rural development to be self-sustaining, 
it is essential that it include a self-supporting agriculture which can 
provide surpluses for financing social overhead facilities and ser- 
vices on a continuing basis, This is so not only because people's 
expectations become excessively inflated when central governments 
provide rural areas with water supply, drainage, roads, buildings 
and other health or educational facilities at little or no cost to the 
local inhabitants; it is also because most developing countries sim- 
ply do not have the resources to finance the establishment and opera- 
tion of such rural facilities indefinitely. It is true that agricultural 
development, by itself, often ends up by benefiting rich farmers more 
than poor ones; but it is also true that if agricultural development 
does not have high priority in a rural development program, then 
rural communities are unlikely to be able to accumulate their own 
funds from current income for clinics, schools, access roads, etc. 


Many governments have devoted considerable sums to social over- 
head facilities in rural areas at the expense of allocations to improve 
agricultural production, and have ended up with schools without tea- 
chers, clinics without doctors, and chronic underemployment. In 
contrast, countries with rural development programs which have 
given priority to production and increased productivity have been 
able to generate the resources needed to finance social overhead 
facilities. For instance, communes in Mainland China have con- 
structed health and education facilities from their own savings. 


Since self-supporting agriculture is the key to self-sustaining 
rural development, a rural development model is needed which, un- 
like the usual one for agricultural development, benefits a substantial 
number of poor farmers and workers in rural communities. The ele- 
ments of such a model, presented below, rely most strongly on the 





experience in China, both on the Mainland and in Taiwan, in Tanzania 
and Israel, and to a lesser extent on that in some other countries in- 
cluding India, Pakistan and Malaysia. The following six basic princi- 
ples appear to have general application to the attainment of viable rural 
development in Asia, Africa and Latin America, 


(1) Labor-using agriculture, Since the most abundant resource of 
poor farmers and rural workers is labor which is often underemployed 
or unemployed, and since for them capital is relatively much scarcer 
than labor, low-cost labor-using techniques must be employed to the 
greatest extent possible in agriculture if poor farmers and workers 
are to benefit most. Moreover, the model requires that agricultural 
production use only small amounts of capital (including working capi- 
tal) per unit of employment and output. Technologies must also be 
more productive than existing traditional methods. In Ethiopia, for 
example, the Chilalo Agricultural Development Unit (CADU) rejected 
the use of tractors and concentrated on improved animal-drawn farm 
implements that local artisans made and repaired, They improved the 
local plow, developed a new hoe and a stationary thresher, and intro- 
duced wheelbarrows and oxcarts. 





By increasing employment, labor-using agriculture which eschews 
costly capital inputs as much as possible becomes a medium for pro- 
moting a more equitable distribution of the benefits of agricultural 
growth than can be obtained from capital-using agriculture, since it 
necessarily requires a greater absorption of rural labor witha 
concommitant increase in incomes to those who provide the labor. 
(Farm improvements built up by a farmer's labor, which may be quite 
durable and might therefore be termed ''capital, ''are not what is meant 
by capital here.) At the same time richer farmers, who tend to employ 
increasing amounts of capital in production, sometimes even when the 
practice conflicts with economic efficiency, thereby exclude them- 
selves from the benefits of labor-using, capital-minimizing agriculture. 





(2) Minor Development Works. Since even labor-intensive agri- 
culture is unlikely to provide year-round full employment in rural 
areas with surplus labor, "employment generating'' minor develop- 
ment works with high labor content (e. g., the construction of feeder 
roads, irrigation and other waterworks), as well as social overhead 
facilities (e. g., schoolhouses, clinical buildings) should be carried 
out with under-employed and seasonally unemployed rural labor. To 
minimize housing and transport costs, construction activities should 
be concentrated as much as possible in areas with the greatest excess 
labor, and timed to coincide with slack seasons for farm work. In 
addition, local materials should be employed wherever possible, be- 
cause their use provides employment and reduces transport costs. In 
China, peasants have constructed irrigation, floodcontrol, terracing, 
and other works and have re-forested local areas. In East Pakistan 





(now Bangladesh), rural populations mobilized at the thana and union 
levels were used in a Rural Public Works Program to construct roads, 
bridges, embankments and other works; current plans emphasize 
small irrigation and drainage projects using low lift pumps and tube- 
wells. In India, small capital formation projects have provided sup- 
lemental incomes to small cultivators and landless agricultural 
workers who worked on them, 


(3) Light industry. Small-scale, labor-using, light industries 
with low capital requirements should be established in rural areas 
to supplement employment opportunities in agriculture. However, 
this does not call for decentralization of all types of industry: such 
decentralization may be desirable from the point of view of regional 
development, but that is another matter. What is needed is the es- 
tablishment of specific kinds of farm-related industry in rural areas, 
For best results, as experience in China and Israel has shown, light 
industry in rural areas should be mainly of two kinds: (a) The pro- 
cessing of agricultural commodities produced in the area concerned, 
These might include fruit and vegetable canneries, flour and rice 
mills, wood-working factories, slaughter houses, creameries and 
milk powder plants, sugar refineries, paper mills and processing 
units for cotton ginning and edible oils. (b) The fabrication of inputs 
for agriculture. These might include cattle, pig and poultry feed 
mills; fertilizer mixing plants, small tool-making shops; and clay, 
brick and tile works. For example, Mainland China has encouraged 
the proliferation of very small fertilizer plants with an annual pro- 
duction of usually less than 10,000 tons of ammonia, which is then 
converted into ammonium bicarbonate. The number of small cement 
plants in its rural areas has increased from about 200 in 1965 to 
2,800 in 1972, Bangladesh's First Five-Year Plan calls for local 
production by small plants or cottage industries of sickles, scythes, 
spades, harrows and similar simple tools used by farmers. Wher- 
ever it was economically feasible, rural industry could also produce 
consumer goods, and some of the building materials for capital con- 
struction and infrastructure projects; but these industries should 
have a lower priority than the first two types. 





The agro-industries of first type, i.e. those using agricultural 
inputs, all involve weight or bulk-losing processes, and therefore 
have locational advantages if established near their sources of raw 
materials. Some of the second type of agro-industries, those pro- 
ducing products intended primarily for the use of farmers in an area, 
have transport advantages when located near their markets. This is 
especially true if their products are heavy (e.g., brick, tile and con- 
create blocks) or bulk-gaining (e.g., harrows, chicken brooders and 
seed drills) or if their major inputs can be purchased in large quan- 
tities (e. g., fertilizer for mixing, or steel and wrought iron for tool 





making). Many kinds of agro-industries are therefore well suited to 
small- or medium-scale production in rural areas. 


(4) Self-help as the foundation. To be self-sustaining, the model 
must rest on a foundation of local self-reliance or self-help. This 
means that those communities which benefit from rural development 
must assume responsibility for raising a reasonable proportion of the 
resources, Otherwise, the total quantity of resources available for 
rural development in most poor countries is likely to fall short of what 
is needed. One way of doing this is to challenge local authorities and 
organizations to provide some funds through taxation or otherwise by 
offering government-matching grants, or other appropriately devised 


incentives, to those jurisdictions which gather what is considered to 
be an adequate amount of funds. 





What constitutes a reasonable proportion for a community depends 
on the size of the population, the degree of economic backwardness, 
its growth potential and other relevant circumstances, For example, 
an interesting method for quantifying the elements ina self-help for- 
mula was devised for Indonesia, The central Government makes a 
development grant to each region (province) based on the following ele- 
ments: (a) a per capita element, to take account of the varying sizes 
of population in the provinces; (b) a "growth potential'' element, to fos- 
ter the exploitation of natural resources; (c) a backward areas element, 
to help the development of transport, communications and infrastructure 
of poor areas; and (d) an incentive factor, which is added to or sub- 
tracted from the total of (a) through (c) depending on the increase or 
decrease in the local authorities' public savings rates. Where local 
areas are completely dependent on outside grants and loans, rural de- 
velopment planning becomes a matter of drawing up ''shopping lists'' of 
desires for outside funding without making the hard allocative choices 
which realistic planning requires. But if the regions, sub-regions and 
localities are to participate in the planning process, as good planning 
requires, it is likely that the quality and reliability of rural investment 
choices, as well as their management, will be improved if the people 


in the area involved are required to raise and risk significant quantities 
of their own resources, 


At the individual level, the concept of self-reliance implies a full 
participation by small farmers, through their own organizations or 
through other institutions where they feel they can freely express their 
views and get a sympathetic hearing during the formulation of rural de- 


velopment plans and projects. It is idle to expect farmers to help im- 
plement programs which do not reflect their needs and objectives. In 
addition, the participation of farmers in savings schemes can represent 
both a means of self-help and in time a source of capital for investment 
in agriculture or other forms of rural production, However, small 
farmer savings programs have been rather limited; only in Taiwan and 





Korea have they been large enough to supply important amounts of 
rural capital, 


Kenya, Tanzania and other countries are increasingly emphasiz- 
ing ''self-help''as an integral part of their rural development pro- 
grams, Mainland China has probably gone further than any other 
poor country in this respect. For example, when major campaigns 
were launched to control the five major parasitic diseases — malaria, 
filariasis, hookworm, kala azar and schistosomiasis — great empha- 
sis was placed on having the rural "masses" take specific actions 


whenever possible, rather than have everything done for them by 
outside "experts, "' 


(5) Organization for rural development. The preparation and im- 
plementation of a program of self-sustaining rural development is 
necessarily a long-term task which requires much planning and far- 
mers' support. This means that it must be a product evolved by the 
country concerned, as well as its farmers; and by the same token it 
cannot be the product of short-term missions of outside international 
or national lending agencies. These agencies can do much to support 
rural development by financing components of useful programs, but 
it would be unreasonable to expect them to provide the continuing, 


long-term effort which viability requires. Only the country concerned 
can do that, 





That effort also usually requires major adjustments in government 


organization, This is so because each ministry, department or 
agency tends to concern itself only with its own functional sector or 
sub-sector. However, a rural development program requires coor- 
dinated action among ministries, departments and agencies which 


cuts horizontally across the vertical organization typical of most 
governments, 


Experience in countries like Mainland China, Taiwan and Israel 
makes it clear that where rural development has been adopted as 
national policy, it is normal for government structures and proce- 
dures to be adjusted accordingly. Each ministry establishes appro- 
priate groups and administrative procedures to facilitate the coor- 
dination of its own activities with those of others on a continuing basis. 
At national and regional levels inter-ministerial bodies are established 
to synchronize the related activities of the different ministries and 
agencies, Thus, what are exceptional activities for ministries when 
individual rural development projects are involved becomes normal 
routine when rural development is national policy. 


It is imperative, however, to start the organizational structures 
required as quickly as possible after the inception of a rural devel- 
opment program and to make them operable as soon as possible, for 





it takes a long time to institutionalize the organizations and the hier- 
archical relations among them. As the sponsors of the Puebla program 
in Mexico discovered, it is too late to wait until a program has become 
effective before turning to the task of institutionalizing the organiza- 
tioml structure, Moreover, even when institutionalization begins early 

in a rural development program, abandonment of support before the or- 
ganizations have proved themselves viable can jeopardize the future of 

the whole program, This happened in the Comilla program in Bangladesh, 


(6) Development centers. Rural development must be seen asa 
part of regional and national development. If rural development is to 
proceed beyond minimal levels, a way must be found to bridge the wide 
gap between rural villages and the metropolis which is characteristic 
of less developed countries, To accomplish this requires the creation 
of a hierarchy of development centers, that is, a wide dispersion of 
small rural market centers, connected with a smaller number of small 
towns supplying a wider range of services, with these connected in 
turn to larger towns or small cities, and so on up to the very large 
city or cities. Most developing countries are deficient in these inter- 
mediate centers, even though their large cities may be growing rapidly. 





Experience indicates that this combination — 1) labor-intensive 
agriculture; 2) labor-using minor development works; 3) agricultur- 
ally oriented light industry with low capital requirements; 4) an at- 
mosphere of self-reliance; 5) early adoption and institutionalization 
of essential organizational arrangements; and 6) establishing a hier- 
archy of marketing centers — offers the best prospect for developing 
a self-supporting agriculture. This can, in turn, provide increased 
incomes for poor farmers and ruralworkers as well as the necessary 
savings for the social overhead facilities and services required for 
self-sustaining rural development. Although the ultimate solution to 
rural under-employment in many countries may lie in the permanent 
migration out of agriculture of labor not required for farm production, 
a viable program of rural development can provide preparatory train- 
ing for rural workers who eventually migrate to urban centers, and 
spread the migration over time. Since self-supporting, labor-using 
agriculture is the backbone of self-sustaining rural development, it 
should have the highest priority of all the elements in the model; and 
since it is difficult to organize effective agricultural development based 
on labor-using techniques, time should be allowed to make it viable, 
Social overhead facilities and services should be correlated with the 
growth in the agricultural component over time to insure that earnings 
from agricultural output in the area will be sufficient to take over 
support of the facilities. 


While this model draws mainly from the experience of a few coun- 
tries where rural development has proved to be most successful, the 
model is not exactly like that used in any one of these countries, 





Rather, its six elements constitute a composite based on particular 
methods which appear to have been fruitful in these countries, as 

well as in others. As an eclectic construct of the apparently success- 
ful elements in rural development programs, it is not presented as a 
model to be followed in its entirety by any country. Rather, these 
elements are intended to suggest attributes which a developing coun- 
try could find useful in devising a rural development model of its own. 


[ Extracted from Chapter 3, Section 
D 4, of Managing Planned Agricul- 
tural Development, (draft pages 
73-90), a manual under preparation 
by the Agricultural Sector Imple- 
mentation Project, Governmental 
Affairs Institute, Washington, D.C., 
as of April 1975. This project is 
supported by the U.S. Agency for 
International Development. ] 











World Bank Policy on 


Rural Development 

World Bank Staff 

[ The World Bank is lending increasing sums for projects in rural 
development, with a growing emphasis on raising productivity of the 


poorer farmers. This article presents Bank views on the national 
policies required to achieve that objective. ] 


Introduction 





The World Bank is now the largest single exter- 
nal source of funds for direct investment in agri- 
culture in developing countries. This has resulted 
from a deliberate shift in the Bank's policy and 
philosophy over the past five years. The share of 
agriculture has increased from 6% of total Bank 
lending in fiscal 1948-60 to 16% in fiscal 1971-72 
and 24% in fiscal 1973-74, over a period when total 
lending has expanded several times. Lending to 
countries with per capita Gross National Product 
(GNP) below $150 has increased from 22, 5% of the 
total up to fiscal 1968 to 38. 2% of the total in fiscal 
1969-74, The number of projects providing bene- 
fits to the rural poor has increased. This increase 
has been facilitated by a growing interest in "new 
style'' projects which: 1) are designed to benefit 
directly large numbers of rural poor; 2) take a com- 
prehensive approach to small-scale agriculture and 
may include components that are indirectly as well 
as directly productive; and 3) have a sufficiently low 
cost per beneficiary so that they may be extended or 
replicated over broader areas, 


The basic goal of such lending has been defined 
as the effort to bring about increases in the pro- 
ductivity of poor people by a target rate of at least 
5% per year. The dimensions of the problem of 
poverty may be outlined as follows: some 750 





million people in the developing world either have annual incomes 
equivalent to $50 or less (85%), or higher incomes still below one 
third of their national per capita averages (15%). Of this population 
experiencing absolute or relative poverty, 80% live in rural areas 
and are chiefly employed in agriculture. Poverty is found both in 
the productive but densely populated areas of Asia, and in adverse 
environments like the African Sahel or the Andean altiplano, in 
roughly equal proportions. 


The Bank's projected lending for agriculture and rural develop- 
ment during fiscal 1975-79 is approximately $7,000 million for pro- 
jects with total costs estimated at $15,000 million, Assuming a 
lending program of this size, about half would be for agriculture and 
half for more broadly conceived projects in rural development. This 
total investment in Bank-supported projects would be one-fifth of the 
investment estimated as needed to expand the productivity of the 
rural poor in developing countries by at least 5% per year during 
1975-79, These projected programs of the Bank would reach a total 
rural population of 100 million, of whom 60 million would be in the 
poverty target group. 


The Policy Framework 





A strong commitment to rural development policies by a national 
government is required if the impact on the problems of rural pov- 
erty is to be effective and broad-based. In some developing coun- 
tries, present policies and institutional structures are so far from 
favorable to rural development that a policy shift could only follow a 
major political change. This is a key problem in situations demand- 
ing extensive land reform; it is even more so where the government 
itself is dominated by special interests unsympathetic to the object- 
ives of rural development. In most countries governments are pre- 
pared to experiment at the project level, but some hold the view that 
rural development is technically difficult, or economically unsound 
as it may lead to slower growth in output and exports. Whatever the 
reasons, unless more governments commit themselves firmly to de- 
vising strategies and policies to raise the standards of living of the 
rural poor, the lot of millions of people will not improve significantly. 
Rural development objectives can be sought in various ways once 
there is firm commitment. So far, however, while numerous rural 
development projects and activities have been launched, the great 
majority of countries still operate without fully articulated policies, 
programs or plans for rural development. Their national policies 
are often inconsistent with agricultural and rural development. 


Price policy is one example. It is important for rural development 
that the overall relationship between input and output prices within 








agriculture, and the terms of trade between agriculture and other 
sectors of the economy, should be such as to stimulate growth in the 
rural areas, The Bank's analyses indicate that all too often govern- 
ment policies discriminate against development, particularly agri- 
cultural production, in the rural areas, They are designed to provide 
assistance to manufacturing and processing industries, or to raise 
government revenues, As such, they tend to hold down the prices of 
agricultural products relative to input costs making innovation unre- 
warding and highly risky for the farmer. 


Many governments defend low prices for food on the ground that 
it is necessary to keep down the cost of living in urban areas, In some 
cases, governments seek to compensate the farmer through subsidies 
on inputs or credit. Frequently, however, such subsidies lead to un- 
desirable distortions in the economy, are costly to implement, and 
are available only to those in contact with the organization through 
which they are provided. The small farmer, typically, is excluded 
from the advantages. In general, therefore, it is more beneficial or 
less costly to provide incentives by guaranteeing minimum prices 
than to subsidize inputs; it is also better to subsidize specific inputs 
in order to transfer specific technologies rather than to have general 
subsidies such as subsidized interest rates. 


Fiscal policies in many countries have been inconsistent in their 
approach, They have tended to develop piecemeal in response to par- 
ticularly urgent revenue needs and to powerful pressure groups. As 
such, they militate against the rural poor, who are either unrepre- 
sented or inadequately represented in the councils of government, In 
most developing countries, the distribution of public sector expendi- 
ture is heavily skewed in favor of urban dwellers; and in rural areas 
the relatively rich receive favored treatment. These inequalities are 
apparent across a broad spectrum of services, 





Through high levels of indirect commodity taxation and low effec- 
tive rates of income or property taxes, the poor often pay a consider- 
ably larger share of their income than the rich, In the rural areas, 
the failure to extract a reasonable contribution from the richer mem- 
bers of the community is most obvious in the case of taxes based on 
property ownership — especially landownership. A properly constructed 
tax on agricultural land is probably most desirable to mobilize resour- 
ces for public purposes, since it can function without destroying in- 
centives related to agricultural output. Yet few countries appear to 
have effective land taxes of any sort. Where they do, there is often 
widespread evasion through false classification of land potential and 
other ways. 


A related and highly significant aspect of fiscal policy concerns 
cost recovery. Most countries are unable or unwilling to impose 





charges on those benefiting from publicly financed investment or 
current services —on the ground that the poor cannot afford to pay. 
Seldom, however, is any attempt made to impose progressive 
charges which subsidize the poor by recovering proportionately 
more from the rich, Failure to impose adequate charges, in turn, 
severely limits the rate at which investments can be undertaken or 
services provided in the rural areas, even though the social and 
economic returns may be high, 


Land policy. Land reform has obvious implications for the rural 
poor, since their subsistence depends for the most part. on the ex- 
tent to which they control land and the output from that land. But 
smallholders can increase their incomes considerably without land 
reform: 1) in densely populated areas where the tenancy ratio is 
low, the distribution of land is not excessively skewed and the pri- 
vate marketing system effectively reaches the small as well as the 
big farmers; and 2) by participating in settlement schemes in areas 
where there are large tracts of land which can be exploited pro- 
ductively. Land reform, however, must precede any massive in- 
put of resources into small farms or rural works where the incidence 
of onerous tenancy is high, the distribution of land is extremely 
skewed, or the rural oligarchy controls credit and marketing insti- 
tutions, appropriating for itself the bulk of the input and even the 
income generated by rural works. 





Regional policy. When rural development projects incorporating 
a variety of objectives and activities are contemplated the location 
of the units of nonfarm activities,requires careful consideration, 
Whereas agricultural activity is soil-bound, many alternative loca- 
tions may be feasible for nonfarm activities. Economies of scale 
and external economies due to the interdependence of different act- 
ivities can be very significant. Problems obviously arise in determ- 
ining the optimal areas and populations to be served by a local market 
center, an electricity transmission station, a water supply system, 
a school, an extension office, a research station, a medical clinic, 
a feeder road, a bank or a credit cooperative. 





Many of these service units are best located in towns serving the 
surrounding rural area rather than in every village. Alternatively, 
service units with a small capacity may be located in the villages, 
with larger units in towns and cities. As regional planning of rural 
areas spreads, it will have to be coordinated with urban regional 
planning. Increasing migration, and changes in the geographical dis- 
tribution of the poor and the unemployed, add urgency to the need for 
a coordinated provision of public services in contiguous rural and 
urban settlements. 


Regional development policies require a careful appraisal of the 
growth potential of different areas, Resources to finance minimum 
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standards of public services and infrastructure facilities should be 
available to all regions, particularly those that are most poorly en- 
dowed. Of particular importance is expenditure to identify the nat- 
ural resources and growth potential of every area. It is a disturbing 
fact that, in vast areas of the developing world, comprehensive sci- 
entific surveys of natural resources have not yet been completed. 
Many regions remain poor because their resource endowments and 


potential for growth have not been properly established as a basis for 
investment. 


Technology policy. A constant flow of new, field-tested technical 
knowledge relevant to smallholder production is a precondition for the 
continuing success of most rural development programs. Many of the 
poor live in a harsh environment where investments would produce 
little extra income until technological innovations can create reliable 
new opportunities. Major improvements in production technologies — 
and product mixes must be evolved for arid lands, some mountain 
regions, areas of low-quality soils where shifting cultivation is prac- 


ticed, and rain forest areas. Failing this, migration may be the only 
solution, 





Inappropriate research programs and the inadequacies of adaptive 
research and extension have in many cases been major factors lim- 
iting the benefits reaching poor farmers, One common problem that 
is emerging is the failure to treat the subsistence farm as a system 
of cultivation, requiring a comprehensive approach to on-farm tech- 
nological improvement. Another problem is the lack of attention to 
factors that are especially important to the small farmer. These 
include risk-reducing innovations, such as better pest- and weather- 
resistant crops; more intensive research into the so-called poor man's 
crops, including sorghum, millet, cassava, pulses and upland rice; 
and better advice on simple improvements in crop husbandry and soil 
and fertility conservation. Although more research has been done on 
small farm equipment than is generally supposed, the efforts have not 
been coordinated nor the results subjected to simple production en- 
gineering for manufacture. One approach to this problem, being 
pioneered by the International Rice Research Institute in the Philip- 
pines and other groups, involves dissemination of research results 
and prototype specifications for local manufacture. 


Resource requirements. The commitment of resources to rural 
development and the extent to which promotion of rural development 
programs is reflected in national economic policy depends both on the 
nature and severity of the problem and on the résources which the 
nation can allocate to it. Where rural poverty is restricted to small 
pockets and resources are available, individual countries may follow 
relatively generous and variegated policies with regard to rural de- 
velopment, For instance, the fifth Five-Year Plan of Iran, covering 








the period 1972/73 through 1977/78 (drawn up before the recent in- 
crease in petroleum prices) projected investment outlays for the 
agricultural sector equivalent to some $900 million per year, The 
rural population of Iran is approximately 18 million, Of these some 
8 million could be counted among the target group of rural poor as 
defined, It follows that if half of the total investment outlay pro- 
jected for agriculture were to be directed toward Iran's rural poor, 
annual per capita investment among that group could be over $50 
per year. 


By contrast, in Bangladesh over 90% of the population lives in 
rural areas and at least 40 million of these rural people must be 
counted among the poor. A feasible investment outlay for agricul- 
ture was assessed by a recent Bank economic mission at the equiva- 
lent of approximately $300 million per year during the mid-1970s. 
Applying the same arithmetic, in Bangladesh less than $4 per cap- 
ita is available annually to help improve the productivity of the rural 
poor — about one-fifteenth of the amount available inIran, While 
rural poverty is far from negligible in Iran, it clearly is not the 
dominant development concern that it must be for Bangladesh. At 
the same time, the resources available to Iran allow much greater 
latitude in its approach to rural poverty and permit a much faster 
pace of implementation, 


Organization and Planning» 





There is a growing consensus that the effective planning and im- 


plementation of rural development programs require the following 
elements: 


1. A national plan or program of action for rural development, 


together with supporting national and regional policies and adequate 
center-local financing arrangements. 


2 A strong organization at the national level to coordinate ver- 
tically organized, central government sectorai departments. 


3. Greater decentralization with effective machinery at the re- 
gional and local level to coordinate the sectoral activities of national 
departments operating in the region and regional and local departments. 


4, Participation by the rural poor in the planning and implemen- 
tation processes through local government, project advisory com- 
mittees, cooperatives and other forms of group organization. 


National rural development plans, Few countries have designed 
an overall plan for rural development. The task is not an easy one, 
for several reasons: 1) by definition rural development cuts across 








all sectors; 2) rural programs, more than most other kinds of pro- 
grams, ideally should flow from national and regional planning; 3) 

the kinds of supportive policies discussed earlier involve fundamental 
political considerations; and 4) the information base is poor. 


Yet the advantages of a coordinated effort, focused on a national 
plan or program for rural development, are almost self-evident. 
Basic questions such as the financial, technical and administrative 
efforts to be allocated to the program, the areas for major concen- 
tration, the phasing and sequencing of activities, the linkages among 
sector programs and the developmental impact aimed for, can sel- 
dom be addressed effectively in a piecemeal fashion, At the present 
time, the effort tends to be fragmented and dispersed because there 
is no clear idea of: the overall size of the problem; the location, 
density and economic characteristics of specific target groups; or 
the developmental potential in the areas where rural poverty is con- 
centrated. To obtain the benefits of planning, however, calls for 
great determination in the face of very real difficulties. 


At the level of the central government, the concerns of rural de- 
velopment tend to cut across the conventional boundaries of depart- 
ment organization and responsibility. At the other extreme, regional 
and local planning involves the delegation of some central authority 
for program design and implementation to staff who are in touch with 
local requirements and are able to assess the local potential. Fin- 


ally, it is increasingly recognized that to create a basis for self-sus- 
taining development in rural areas requires that local resources — 
financial and human —be mobilized within a planning framework in- 
volving the active participation and assistance of local people. 
self-reliance implies involvement, as distinct from simply reaching 
the low-income rural population through development programs. This, 
too, calls for major new efforts in the many countries where the ad- 


Local 


ministrative system has been highly centralized. In view of the dif- 


ficulties, partial planning for particular areas or regions may be 
more realistic and effective in some circumstances, 





Coordination at the center. Some experience — although not a con- 
sensus —is emerging on the best approaches to organizational prob- 
lems of rural developing planning. There appear to be advantages in 
creating a special unit or office, located directly under the president 
or prime minister, to coordinate national planning and program devel- 
opment for rural development, The experience is that such units are 
most useful when they coordinate efforts rather than if they them- 
selves undertake the specialized work of other agencies. Coordina- 
tion is particularly important in national-regional efforts to overcome 
the current lack of data and improve the information base generally; 
and in the activities of the major sector agencies. The success ofa 
rural program or project initiated by one department or agency often 





depends on complementary actions taken by another department, 
Experience in many countries suggests that inadequate preparation, 
including attention to those linkages, is an important cause of fail- 
ure or disappointment. Finally, there is the very important and 
difficult task of ensuring that national and sector policies are in 
line with the overall objectives of rural development, 


Decentralization and local coordination, If three major levels of 
government are considered —the central or federal, the state or 
provincial, and the district —the responsibility for planning, bud- 
geting and executing rural development schemes usually rests at the 
provincial level in large countries and in small countries at the cen- 
tral level, Almost everywhere central planning agencies and min- 
istries are playing an increasingly dominant role in directing and 
providing funds for rural development, 





Opinion is now almost unanimous on the need for decentraliza- 
tion, i.e, strong planning and executive machinery for rural devel- 
opment at the district or subdistrict levels. The advantages are 
particularly great where there is a complex, multisectoral mix of 
activities that need to be properly integrated and scheduled. At the 
same time, local management provides the flexibility needed to 
modify programs as conditions become better understood or as cir- 
cumstances change. More generally, the combination of authority, 
responsibility and accountability focused at the local level leads to 
much more active promotional efforts than otherwise, particularly 
in the more isolated regions which tend to be neglected under a 
highly centralized system, There is a clear trend in this direction 
in Algeria, Tanzania, Kenya and India, for example. However, 
apart from use of the special project authority, progress toward 
decentralization is generally still modest. At present, the propor- 
tion of expenditure on development which is allocated by local decis- 
ions is usually small —perhaps in the range of 10% to 20%. Budget 
authority continues to rest with the central authority, with a major 
part of the funds allocated on a departmental basis, Funds which 
provincial authorities can allocate out of their own revenues for rural 
development are generally hopelessly inadequate or insignificant, 
Even where there is a considerable measure of local autonomy in 
spending, reliance on central transfers is very great. Central gov- 


ernments usually curtail local powers to raise additional revenue 
directly from local sources, 


Local participation. Local institutions, such as farmers' asso- 
ciations and cooperatives, have obvious potential advantages for 
coping with administrative difficulties in reaching the rural poor. 

On the one side, they provide some measure of participation through 
the involvement of their members in project design and selection. 
On the other, they perform intermediary functions which make it 








possible to provide credit to larger numbers than can be done through 
official agencies. Group members can be held jointly responsible for 
repayment of credit, for acceptance of input supplies or other produce 
purchased from outside, and for delivery of the marketed surplus to 
the appropriate agencies (public or private), Local groups and asso- 
ciations can thus, in principle, reduce the need for government ser- 
vants to deal with the individuals and families that comprise the tar- 
get groups of rural poor. 


Almost all governments support cooperative development for the 
rural areas in one form or another. Experience indicates that the 
performance of cooperatives has been mixed. In some, the entre- 
preneurial and trading skills required of the managers have been un- 
derestimated. With inefficiency and losses, the cooperative becomes 
a high-cost purveyor of services for its members. In some places, 
these difficulties have been accentuated by active and effective opposi- 
tion to the cooperative from private traders, landlords and others to 
whom organization among low-income families is not advantageous. 
At times, such groups capture much of the benefit by working from 
within: for example, when membership of a cooperative is a condi- 
tion for access to subsidized credit. Dishonesty among the officials 
has also been a major problem, But experience with cooperatives is 
not all bad, and such organizations provide the participation and im- 
petus in rural development programs that is hard to secure in any 
other way. The work of nongovernmental agencies furnishes some of 


the more successful examples in fostering cooperation, usually work- 
ing outside the framework of officialdom, and often in quite modest 
circumstances. The Bank expects to explore ways of working more 


closely with nongovernmental agencies where they have gained useful 
local experience, 


Manpower and institutional constraints. The shortage of skilled 
staff to implement rural development programs should be a major 
consideration in their design. In many countries, particularly in 
Africa, the scarcity of skills is found at all levels: experienced and 
junior staff, technical and administrative. Even when the supply of 
trained manpower is more adequate, the number of personnel serv- 
ing the rural areas is often small in comparison with urban areas, 
This may be because rural development has been assigned low prior- 
ity or because the shortage of financial resources is acute. Typically, 
however, the salary scales, allowances and status of people working 
at the bottom of the development hierarchy in the rural areas are low. 
Their promotion prospects are uncertain, The lack of amenities in 
rural locations deters well-trained persons from staying there. More- 
over, in many countries civil service practice does not respect and 
reward specialization, Therefore, the turnover of rural staff is very 
high; and officers appointed to supervise rural development are fre- 


quently generalists in the very early or the very last stages of their 
careers, 








The remedies for this situation are obvious but seldom insti- 
tuted, Staff working in the rural areas should be given better pay 
and allowances. Distinguished rural service should be given spe- 
cial recognition. Promotion prospects for specialized field staff 
should be improved. But competitive pay and career prospects 
must be regarded as complementary to the development of the 
motivation and commitment to service that accompany true pro- 
fessionalism, Manpower can often be used more effectively than 
it is at present, In particular, where good managers and higher- 
level staff are scarce, lower-level staff must be utilized much 
more effectively. The need for formally trained manpower is de- 
termined largely by the way in which the delivery of services is 
organized. Thus, many agricultural credit programs, following 
conventional forms of credit administration based on complex cri- 
teria of creditworthiness of the applicant, involve the processing 
of complicated forms and thus require large amounts of trained 
manpower. Modification of such procedures could free this man- 
power for other tasks. 


If decentralization is to be effective, regional and local govern- 
ment, development authorities and cooperative-type organizations 
must be provided with the trained manpower to fulfill their obliga- 
tions. The evidence indicates that present systems of training are 
weak, especially in the handling of relationships with the local 
population. Recruitment must be localized to strengthen the links 
between development services and the community. Training exer- 
cises for agricultural extension agents, health workers and co- 
operative staff must be relevant to the actual needs and priorities 
of particular local situations. More consideration also should be 
given to the possibility of training community opinion leaders, such 
as primary school teachers, religious leaders and village coopera- 
tive secretaries as agents of change, The number of people who 
need to be trained is so large that the only practical way is to adopt 
a multiplier approach by training the trainers. This could be done 
by establishing internationally financed regional training institutes. 
The institutes would prepare experienced staff to return to their 
countries and set up courses to train development managers, re- 


gional and project planners, cooperative staff, agricultural exten- 
sion agents and other specialists, 


Implementing Rural Development 





It is notable that rural development schemes usually do not aim 
to provide benefits exclusively to the rural poor. Often the rural 
development objective is subordinate to the objective of increasing 
agricultural output (or marketed output). A program aimed at pro- 
viding advice or extension to the small farmer will rarely exclude 
the medium-sized farmer, if by including him sizable increases in 





output can be achieved. In many countries, avoiding opposition from 
powerful and influential sections of the rural community is essential 
if the program is not to be subverted from within; program design 
must take into consideration the existing social system if lasting 
benefits for the poor are to be achieved, Thus, in cases where eco- 
nomic and social inequality is initially great, it is normally opti- 
mistic to expect that more than 50% of the project benefits can be di- 
rected toward the low income target groups; often, the percentage 
will be considerably less. But, in all cases, project design should 
reflect the particular needs and conditions of the developing countries 
in question, 


At one extreme, some countries are seeking to provide a ''package''! 
of minimum requirements to as large a group as resources permit. 
This may be described as the minimum package approach to rural de- 
velopment, At the other extreme are the more comprehensive pro- 
grams which include social as well as directly productive elements, 
Because of the heavy financial and human resources required for such 
programs, however, experience with them relates mainly to specific 
area schemes (e.g., settlement schemes) rather than to nationwide 
programs. This is referred to as the comprehensive approach, Fi- 


nally, there are a variety of more specialized programs which pro- 
vide benefits to the rural poor. 


The minimum package approach, Minimum package programs 
aim to provide generally modest but broad-based improvements in 
levels of living through increased agricultural output. Special atten- 
tion is given to the sequencing of operations in the light of the devel- 
opment needs and requirements of the target groups on the one side, 
and financial and staffing constraints on the other, The great advan- 
tages of minimum package approaches are the promise of low-cost, 
extensive coverage with comparatively simple objectives and oper- 
ating procedures. An initial emphasis on a broad-based increase in 
productivity, through a minimum level of institutional development, 
may be the most effective way of ensuring mass participation in a sub- 
sequent more complex type of program, 





One Asian example of the minimum package approach is furnished 
by a recent seeds improvement project which the Bank is supporting 
in the Republic of Korea. Under it, 500,000 farmers are to be offered 
improved varieties of paddy, barley, wheat, soybeans and potatoes so 
that they can raise their incomes by a modest but significant 10% over 
a five-year period. The program includes provision for research to 
improve the quality of seeds and a system of seed distribution through 
the national cooperative organization to individual farmers. Credit 
and extension services, provided mainly through cooperative societies 
(to which 90% of Korean farmers belong), are already adequate. The 





cost of the project, at 1973 prices, works out to less than $50 per 
family. 


The experience of those working with minimum package pro- 
grams suggests some important conditions for the success of this 
approach: 1. A first-class technical package; 2. An intact so- 
cial structure in rural areas, with certain people commanding 
general respect being prepared to act as model farmers without re- 
muneration; 3. A land tenure system which does not discourage 
production above subsistence level; 4. A loose system of credit 
supervision, with satisfactory repayment rates enforced through 
firm and visible discipline in the case of government credit. 


It follows that a different approach will be necessary where the 
technical package itself is not markedly superior to existing prac- 
tice and where the initial requirements for raising productivity 
are more complex — for example, where the rural poor are strati- 
fied by access to land, farm type, level of skill and occupation. 

In practice there are few examples of this type of national program, 
despite its considerable advantage for countries with limited re- 
sources and massive rural poverty. 


The comprehensive approach, While most schemes under this 
category are specifically designed for a particular area, a few 
countries have pursued concerted programs of rural development 
directed at a wide spectrum of the rural population. The programs 
have been characterized by careful definition of the needs and re- 
sources of the target population; detailed planning of preparation 
and implementation; phasing of multisectoral components; and ex- 
tensive adjustments or complete restructuring of related institu- 
tions. Some of these programs, for example those in Japan and in 
Taiwan and Korea, have met with notable success. In other coun- 
tries, such as Pakistan and Mexico, programs with similar ambi- 
tions are still at an early stage. 





The success of the experience in Taiwan is reflected by the fact 
that during 1950-70 output in the agricultural sector grew by 5% 
per year. The greatest increases were registered on the 890, 000 
farms with less than one hectare of cultivated land. These repre- 
sent two-thirds of all farms and one-third of the cultivated area, 
The farm income of this group exceeded $300 per capita in 1970. 
The Taiwanese experience is characterized by the rapid adoption 
of new technology by a large number of small farmers; most of the 
increase came from improved yields, derived from the use of bet- 
ter inputs and the expansion of irrigation. It is generally agreed 
that the success would not have been achieved without the organiza- 
tion of farmers into associations in a federated three-tiered system 
of multipurpose organizations. The farmers' associations have 





become an important source of institutional credit, and this appears 
to have been one of the major factors responsible for the accelera- 
tion of agricultural development. Another example of a comprehen- 
sive national approach merits attention on grounds of general im- 
portance — that of the People's Republic of China, Although its 
application to other countries and regions is a subject for debate, the 
Chinese achievement itself is no longer in question. It appears to 
have been based on broad acceptance of communal and national goals 
over individualist or personal goals. 


A comprehensive approach to specific area development is found 
in many countries. Basically, arguments in its favor stem from the 
often complex nature of the target groups which calls for specific 
programs locally prepared and tailored to local conditions. Techni- 
cal considerations related to specific requirements for agricultural 
improvement also tend to favor placing development schemes in the 
framework of an area. Even when the focus is on promoting a single 
product, the very nature of modern agriculture may require a large 
number of inputs to be put together by private or public effort: im- 
proved varieties of seeds, or animal breeds, irrigation facilities, 
fertilizers and chemicals, energy and equipment, credit, extension, 
storage, marketing and transport services, and price incentives. 
One type of area approach is illustrated by a variety of single-product 
projects, such as the promotion of tea in Kenya, groundnuts or to- 
bacco in Tanzania, cotton in Mali and Tanzania, and coffee in Papua 


New Guinea. The special advantage of comprehensive area develop- 
ment projects, however, is the opportunity to focus directly on the 
needs of the rural poor through diversified crop and integrated farm- 
ing systems. The development of these activities can then be linked 
with training and social services, and possibly with rural works 
programs. 


Typically, such schemes operate through a well-funded and well- 
staffed special authority outside the local civil service structure, 
often with little community or other direct local participation, Spe- 
cial arrangements may be made to mobilize resources for schools or 
medical facilities; and new settlement may include provision of basic 
amenities, like water supplies. The Gezira settlement scheme in 
Sudan had many of these features. Begun in the 1920s, it extended 
over nearly 2 million acres of irrigated land by 1970, and directly 
benefited 75,000 farm families. Settlement schemes have a number 
of special advantages. They provide an opportunity to break through 
modes of thought and action that are often a handicap in traditional, 

‘closely integrated and inward-looking rural communities. They also 
afford an escape from communities where power is concentrated in 
the hands of a few large landowners who are opposed to measures that 
would reduce their special status and are likely to raise their labor 





cost. The opportunity may also arise to select well-motivated set- 
tlers; and, especially where new crops are involved, the package of 
technical advice and services made available is likely to be ac- 
cepted more readily. 


A model of another type is provided by the Puebla project, devel- 
oped for a relatively homogeneous Mexican Province with about 
50,000 small farmers, The project, begun in 1967, is more volun- 
taristic in conception. The Puebla approach has stressed the pro- 
vision of new technical packages for smallholder farmers based on 
local adaptive research, mostly for maize. Much of the initial work 
concentrated on identifying problems concerning soil, seed, disease 
and cultivation practices, and on training technicians to work in 
small farm development. For participating farmers, the increase 
in maize yields (net of climatic effect) averaged 9.5% per year over 
the 1968-72 period, raising farm family incomes by approximately 
$110. The total cost of the project over the six-year period to 1974 
was approximately $1 million, or $135 per farmer receiving credit. 
The Puebla project has not, however, been very successful in inte- 
grating its activities into the fabric of regular governmental ser- 
vices, and banks must still be prodded to lend to small farmers, 
The Puebla research and extension functions are largely outside 
regular government channels. Organizations which articulate local 
farmers' opinions and concerns have not emerged, 


A final example, is the Lilongwe Land Development Program 
(LLDP) begun in 1967 in Malawi. It is the focal point in a large- 
scale area development approach to rural transformation, At pres- 
ent, the program covers an area of 1.15 million acres with a popu- 
lation of 550,000, most of whom are small farmers. It was 
organized as a special department of the Ministry of Agriculture, 
with access to the services and staff of other departments. The pro- 
gram has concerned itself with many activities, most notably with 
physical planning of subregional centers for markets and services; 
provision of regional infrastructure (roads, bridges, water supplies, 
health clinics and service buildings); consolidation of landholdings; 
community organizations and village committees for local participa- 
tion in decision making and planning; and credit schemes — initially 
unsecured loans to individuals, but with progressive adaptation to 
group credit systems based on shared responsibility for repayments. 
Considerable importance is given to agricultural extension and to the 
training of extension workers. A full assessment is difficult to make 
at thisstage: it is expected that by 1980 net income per farm family 
in the project areas will increase 75% accompanied by roughly 
doubled yields of maize, smaller increases for other crops, and im- 
provements in animal husbandry. 


There are perhaps three major potential dangers with such com- 
prehensive area development schemes: 1. The schemes may 
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concentrate a disproportionate share of resources on benefits toa 
group that is small in relation to the overall national target group. 
2. The schemes tend to suffer from a program design that is too 
ambitious and complex, calling for exceptional leadership that can- 
not always be made available on a sustained basis, 3, They may 
distort priorities in the allocation of resources among sectors. 


The need for quality staff and management in such schemes is of- 
ten met by providing foreign technical and financial assistance; donor 
agencies have tended to favor providing large numbers of highly quali- 
fied experts. But high-powered management, with or without foreign 
backing, sometimes means that too large a part of the available re- 
sources is taken for ''showpiece'"' or "enclave" projects; and project 
objectives may be unnecessarily ambitious. The comparative afflu- 
ence in management and finance enjoyed under many of these projects 
during the initial period often does not survive the transfer of func- 
tions to the local administrative system, The indigenous regional 
administrations may not have the capability to carry out the necessary 
policy and coordinating functions at the regional headquarters. Insti- 
tutions to handle the commercial aspects of the programs, suchas 
agricultural credit and input and output marketing, either do not 
exist — since the programs have handled these functions — or do 
not yet have the administrative capability to manage the activities on 
a large enough scale, Further, the local organizations and local ad- 
ministrative units developed under the programs may not correspond 


to the existing local governmental institutions, raising difficult ques- 
tions related to the maintenance and expansion of the various local 
services. These considerations should help to foster greater concern 
for training activities, which are a particular weakness of programs 
that rely heavily on expatriate manpower. 


A special aspect of the resource allocation problem in comprehen- 
sive multisectoral activities concerns the balance of outlays between 
sectors. Projects aimed at the rural poor are likely to contain a mix 
of elements — directly productive components, as well as social ser- 
vices and amenities. In principle, the different sectoral elements 
need to be consistent with individual sector objectives, and should 
also conform to a logic that is internal to the project or program as a 
whole so that the components are mutually reinforcing. But the prin- 
ciples involved in balancing social and economic components are more 
easily stated than observed, and in practice a good deal of judgment 
regarding the inclusion of items is called for. The indirectly produc- 
tive impact of such services as better health care and environmental 
sanitation is inherently difficult to measure, and the base of good re- 
search studies for judging costs and benefits is lacking. Such diffi- 
culties add to the importance of making sure that the social service 
components of a rural development project are the least costly among 
alternative methods, that they are potentially replicable over broader 





areas, and that the recurrent costs involved can be sustained within 
the limits of the fiscal resources available, 


Two other points are worth making about the inclusion of social 
services and amenities in rural development programs, Firstly, 
there is evidence that rural people rate certain social or amenity 
services — particularly health and access to water — very highly 
indeed, sometimes above productive benefits, as a quick means of 
improving the quality of life. Participation fostered through com- 
munity involvement in the design, construction and use of such 
facilities may be the first step toward the acceptance of proposals 
for change relating to production techniques and methods. Secondly, 
it is worth recalling that the allocation of resources among sectors 
(as among regions) is likely to reflect a balance of considerations in 
which economic criteria may not be the most important. Concentra- 
tion of resources in more productive areas may increase interre- 
gional inequality. A relatively strong emphasis on interregional 
equity may be justified where the poorer regions contain a heavy 
concentration of the rural poor (for example, in northeast Brazil) or 


for countries with access to an unusually generous flow of resources 
(like Algeria). 


Sector and special programs. The types of activity described 
under this heading are usually organized on a nationwide basis. 
They may or may not be tailored to meet the specific needs of the 
rural poor. In practical terms, it is usually impossible to confine 
the benefits to a particular class of beneficiaries, even if that were 
desirable. Thus, roads built under a works program are available 
for the benefit of all, as are schools and health facilities. An im- 
portant feature of specialized sectoral programs is that they gen- 
erally do not, by themselves, constitute a basis for self-sustaining 
increases in productivity and income, 





Rural public works have been receiving increasing attention. 
Rural works programs can provide direct and timely income to those 
needing it most, while creating productive infrastructure at low so- 
cial opportunity costs. In practice, however, such programs have 
rarely developed their full potential, A review of past and ongoing 
rural works programs indicates these recurring weaknesses in the 
design and implementation of such programs: 1. Projects may be 
poorly selected and designed. Inadequate management and super- 
vision may produce a ''make-work" character and consequent high- 
cost structures and low morale. 2, The portion of total program 
expenditures going to unskilled workers is frequently less than it 
might be because unnecessarily equipment-intensive construction 
methods are used. Even in the best designed and managed programs, 
the wages of unskilled labor will not be much above one-half of total 
expenditures. 3. Some programs have tended to extend into the 








peak demand periods for agricultural labor. 4. When ''self-help" 
elements are included, the poor usually are required to contribute 
their labor with very small or no wage payments, Payment in kind 

is administratively cumbersome and frequently very inefficient for 
the workers as they resell inappropriate commodities at a large dis- 
count. 5, The appropriate blend of local initiative with central con- 
trol is difficult to achieve. 6, Influential groups may alter programs 
to increase their own benefits at the cost of the poor. 


The most important general conclusion is that public works need 
to be part of a larger employment and development strategy. They 
have to be used in coordination with other programs and activities if 
their potential is to be developed fully. Basic decisions on such is- 
sues as target groups, wage levels, location and type of projects, 
taxes or other measures to recoup secondary benefits, and program 
administration would then be made in conjunction with national or re- 
gional development planning. In particular, such planning must en- 
sure that the output of wage goods increases to match the higher de- 
mand for such goods created by any large-scale works program, 
Public works activities should also be coordinated with specific local 
development schemes, Public works, particularly because they are 
decentralized in implementation, provide an excellent opportunity to 


begin local-level planning; but this potential generally remains 
unrealized. 


Agricultural credit schemes illustrate some of the difficulties en- 
countered in sectoral programs, In particular, large farmers have 
been the main beneficiaries of institutional credit. Commonly, 60% 
to 80% of the small farmers in a given country have little or no ac- 
cess to institutional credit. Moreover, the available supply of credit 
is heavily skewed in favor of short-term credit, particularly in the 
case of small farmers. Although not always essential, the conditions 
under which credit is needed and can be used effectively are char- 
acterized by: 1. Clear opportunities for economic gain from adoption 
of new production technology or other improvements. 2. Widespread 
recognition and acceptance of such opportunities on the part of the 
farmer, along with access to training in the necessary skills. 3. De- 
livery systems which provide ready and timely availability of the in- 
puts required, and market outlets for farm production, 





There appears to be scope for using institutional credit to replace 
or augment credit from traditional sources in order to check monopoly 
situations which cause excessively high interest rates; to overcome 
inelasticities in the supply of credit which become apparent when new 
opportunities emerge; to ease the seasonal financial problems of rural 
households;and, most importantly, to encourage small subsistence 
farmers to raise their output and enter the commercial sector. Fur- 
thermore, land reform, if pursued widely, could sharply increase the 





credit needs of the former tenants who were previously supplied by 
landlords. In this general context, several recent experiments 
warrant further examination, including the ''passbook'' scheme in 
Pakistan, the Cooperative Production Credit Scheme in Kenya, and 
the Masagana 99 program in the Philippines. 


Other specific sector programs — including notably those in 
education and technical training but also those concerned with the 
provision of feeder roads, village electrification, water supplies, 
health facilities and the promotion of rural industry — may be im- 
portant means of conveying benefits to the rural poor. Choosing 
appropriate design standards suited to rural conditions is a serious 
problem for a number of these services, and in some cases, pend- 
ing further technical development, the extension of facilities to 
villages will remain prohibitively expensive. One reason for the 
neglect of the small-scale systems suitable for the rural areas is 
the convenience and lower unit cost of preparing and appraising proj- 
ects for larger undertakings that are better suited to an urban en- 
vironment or, in the case of transport, for interurban connections, 
Here too, however, recent research indicates some promising new 
approaches calculated to reduce difficulties in the future. 


The promotion of rural industry merits special attention, In 
many countries existing village crafts are disappearing rapidly, 
while modernization of agriculture creates a demand for new inputs 
and consumer goods which could often be produced locally, Modern- 
ized local industrial structures, geared to serving the rural areas 
and with linkages to national industry as well, could provide employ- 
ment, increase incomes, slow rural-urban migration, increase the 
supply of goods and services to farmers at lower cost and generally 
stimulate further rural and regional development. Modernization of 
agriculture creates a demand which has great potential for pulling 
certain categories of industries into rural towns. These industries 
are, in general, small and could therefore be decentralized; but 
their interaction with medium and large enterprises is, in the long 
run, essential, At the same time, with an industrial base to provide 
for continuing expansion and development, regional centers can serve 
to attract and retain professional and technical skills that otherwise 
tend to concentrate in the major cities. It would seem natural to up- 
grade the skills and organization of village blacksmiths, carpenters, 
shoemakers, weavers and potters, so that they could assume new 
manufacturing and service roles in modernizing rural communities. 





Thus, in the same way that agricultural extension services are 
considered essential for introduction of new technology in agricul- 
ture, industrial extension should also be seen as a necessary ele- 
ment in developing rural industry. Essential characteristics of such 
an extension service are mobility and relevance to rural industries 





in meeting local demands. An important aspect of any such program 
must be the development and support of the existing industrial struc- 
ture in order to capitalize on the base of technical and entrepreneurial 
skills which today exist in villages, market towns and urban centers, 
Development of rural industries requires a nationally supported pro- 
gram to provide inputs like credit, raw materials and equipment, 
electricity, training for technical and managerial skills, and efforts 
for research, development and engineering. Provision of sucha 
package is, in principle, facilitated by linking efforts with a rural 
development program, 


[ Extracted from Rural 
Development: Sector Policy 
Paper, pp. 4,11,13 and 29-57, 
Washington, D. C.: World 
Bank, February 1975. This 
paper has been incorporated 
in a book, The Assault on 
World Poverty, published by 
The Johns Hopkins University 
Press, Baltimore and London, 
June 1975] 














Local Organization for 


Rural Development in Asia 
Norman T. Uphoff and Milton J. Esman 


[ The role of local organizations in furthering rural development is 
analyzed on the basis of 16 case studies of Asian countries. The 
degree of local organization in rural areas is positively associated 
with agricultural progress; the analysis indicates why this should 
be true, and the requirements for successful local organization. | 


Our task in the study described here has been to 
examine and assess the contribution of local organiza- 
tion to rural development, and in particular organiza- 
tions which have some accountability to a local con- 
stituency, which represent local interests, and in 
which local people enjoy opportunities to participate. 
To do this, it is necessary to define the kinds of or- 
ganization which are both local, in this sense, and 
also contributory to rural development. Local govern- 
ment bodies are included in the definition, along with 
cooperatives and other kinds of farmers' associations. 
Branches of central government administrative agen- 
cies operating at the local level are excluded, how- 
ever, because they are not locally accountable but are 
controlled and guided by higher levels of government. 
Private firms, and local branches of political parties, 
are not included in the formal definition of local or- 
ganizations used in the analysis of national data (see 
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Table 1), although the latter appear in some of the subsequent dis- 


cussion, Purely social groups not affecting rural development are 
excluded. 


It is our purpose to summarize, analyze and draw lessons from 
recent Asian experience in building and guiding organizations oriented 
toward rural development. The Rural Development Committee at 
Cornell University has undertaken a comparative study of rural local 
organizations with a series of 16 country case studies in Asia to de- 
termine how such organizations operate in specific countries, and.to 
analyze their role in rural development. These studies in turn have 


been analyzed to reach some general conclusions about that role which 
are summarized below. 


Empirical Relationships Between Local 
Organization and Rural Development 








The relationships between local organization and rural develop- 
ment are, not surprisingly, diverse, intricate and involved. First, 
rural development is not one-dimensional but rather encompasses a 
range of productivity and welfare achievements. Second, local or- 
ganization is usually a complex system, encompassing various struc- 
tures. Its value depends on the quality as well as the extent of its 
functioning. Further, the relationship between local organization and 
rural development is interactive; improvements in each appear to 


strengthen the other. In any case local organization is obviously not 


the only factor affecting rural development given wide variation in the 
levels of resources. 


Local organization is difficult to measure as a variable. There 
are structures as diverse as the panchayat in India, the Kabupaten 
and Kecamaten in Indonesia, the barrio in the Philippines, townships 
in Korea and Taiwan, communes in China and Yugoslavia, village 
councils in Egypt and Sri Lanka, etc., plus the cooperatives or far- 
mers' associations in these and other countries. After consideration 
of the cases, we concluded that the most significant aspects of local 
organization for analytical purposes were: 1.) the effectiveness of 
organizational linkages reaching down to and up from the various 
levels of pertinent organizations; and 2.) the relative importance of 
these organizations in rural development. Two separate analyses 
were devised for getting at these variables, putting the knowledge 


gained from the case studies into a comparable form and quantifying 
with numerical scores, ; 


It is abundantly clear that local institutions in isolation and without 
external support cannot contribute significantly to the productivity 
and welfare of their constituents, Thus any consideration of the role 
of local institutions in rural development must focus on the relations, 





or linkages, between local institutions and other structures which 
provide services, allocate resources and exert influence, Linkage 
among different levels of organization results from interaction and 
exchange — of information and other resources —on a regular and 
reliable basis. To make estimates of the strength of these linkages 
from the documentation of the case studies, we evaluated and gave 
numerical scores (from 0 to 5) for the extent and effectiveness of 
communication and influences, both downwards to and upwards from 
each of four levels of government below the national center. The 
sizes and names of these governmental units differ from country to 
country, but generally speaking, the following levels of organization 
were found: 


1) The local or village level, with population units usually in the 
range of 500 to 5,000. Sometimes this would include several ''vil- 
lages, '' Examples are barrios in the Philippines, brigades and pro- 
duction teams in China, desas in Indonesia, hamlets in Japan and 
Korea, kampongs in Malaysia, kibbutzim and moshavim in Israel, 
"local communities" in Yugoslavia, panchayats in India, 


2) Next came a township level, with population generally in the 
range of 20,000 to 50,000 though possibly between 10, 000 and 
100,000. Some of the terms used are amphoe in Thailand, blocks 
in India, communes in China and Yugoslavia divisions in Sri Lanka, 
kecematan in Indonesia, mukim in Malaysia, mura in Japan, town- 


ships in Korea and Taiwan, or unions in Bangladesh and Pakistan, 


3) Above this is the level usually known as the county or district 
level, with population of one or more hundred thousand, Other des- 
ignations are changwat in Thailand, counties in China, Korea and 
Taiwan, kabupaten in Indonesia, sub-province in Turkey, thanas in 
Bangladesh, and tehsils in Pakistan. 


4) The largest sub-national level will have population generally 
in the millions and the common designation is province; we also 
find governorates in Egypt, prefectures in Japan, states in Malaysia, 
or districts in Bangladesh, India and Pakistan, (Provinces in China 
and states in India go up to 100 million in population, ) 


The direction of linkage was viewed in terms of whether the ini- 
tiative came from above or from below; the strength of linkage var- 
ied according to the reliability with which upper or lower levels of 
organization could expect that their requests or demands would be 
complied with, that information would be passed on as needed, that 
cooperative efforts could be expected, Table 1 gives the country 
scores, both downward and upward between adjacent levels, anda 
total linkage score for each country (columns 2 to 4). 





A second way of comparing countries was to analyze which channels 
perform which rural development functions, The scoring method 
apportioned a total of 100 points —10 points each for 10 functions — 
among the four channels indicated in Table 1: local organizations (as 
defined above), higher government levels, private firms, and political 
parties. 


These functions are: planning and goal setting (10); resource mob- | 
ilization (10); provision of services —water (10), fertilizer (10), 
credit (10), extension information (10), marketing (19); integration 
of services (10); control over bureaucracy serving rural development 


(10); making claims for more and better support of rural development 
(10). 


The total scores for each channel (see Table 1, columns 5 to 8) 
represent its relative contribution to the performance of these rural 
development functions. This gave a reasonably reliable estimate of - 
the relative importance of local government and associated organiza- 
tions of interest. (It should be noted that all country scores add up 
to 100 so there is no evaluation of how well functions are performed 
but only who performs them, ) 


Table 1: Evaluation of Local Organization for Rural Development 
(Numerical Scores) 


Strength of ''Linkages'"' Relative Importance of Channels 
Total Downward Upward Total for Local Higher Private Political 


Scores Linkages Linkages Linkages Organization? Government’ Firms Parties 


More Locally 
Organized (1) (4) (5) (6) 





Yugoslavia 89 32 57 13 
Israel 86 32 54 34 
Japan 82 56 23 
China 71 42 41 
Sri Lanka 70 42 34 
Taiwan 69 43 40 
Egypt 67 43 43 
South Korea 52 “ 32 52 
Punjab (India) 50 27 32 
Less Locally 
Organized 
Philippines 4l 
India 40 
Turkey 37 
Bangladesh 35 
Indonesia 35 
Thailand 32 
Pakistan 29 
Malaysia 25 


uk Ok NO OD «I 
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Total scores in column 1 are the sum of figures in columns 4 and 5, 


Local government at village, township and county levels; plus cooperatives, farmers associations 
and irrigation groups. 


National, provincial and other government bodies above the county level. 


34 





Finally, a total score for each country, in the first column of 
Table 1, adds the total linkage scores plus the scoring given for the 
relative importance of local organizations. This total score indi- 
cates primarily the degree of ''localness"' in organization for rural 
development, and secondarily [ because the numerical range is 
smaller] the effectiveness of the inter-level linkages. Given these 
overall scores, the countries were divided into two major groups 
with eight in each group. It is rather clear which are the 'more 
locally organized'' and which the "less locally organized" cases with 
respect to rural development activity. (The Indian state of Punjab 
is also included in the table; it is of particular interest as a case 
study in rural development, and its scoring and evaluation are quite 
different from the rest of India. ) 


The "more locally organized" cases are not a homogeneous group. 
Their per capita incomes range from about $150 to $1, 800 (in 1970) 
and their population sizes, cultural traditions, and present political 
orientations are equally wide ranging. In almost all cases, the ex- 
tent of local organization involved in rural development tasks is a 
consequence of policies and investments made by national leaderships 
over a period of years, The mura (administrative village) in Japan 
and the commune in China, the village councils set up by colonial 
authorities in Sri Lanka (Ceylon) and by military authorities in Egypt, 
the Farmers' Associations in Taiwan and the cooperatives in Korea, 
the kibbutz in Israel and the neighborhood associations in Yugoslavia 


all were created at least twenty years ago. 


There is a clear relationship between the measures of agricultural 
productivity and progress, shown in Table 2, and the grouping of 
cases by degrees of local organization, There are three measures 
of agricultural performance: (a) average cereal yields per hectare; 
(b) comparison of increases in average cereal yields over a 20-year 
period; and (c) comparison of increases in average cereal yields 
over a 20-year period; and (c) comparison of increases in per cap- 
ita total agricultural production over this period. We found the 
"more organized" cases well ahead on all three criteria — the more 
organized cases generally achieved much higher percentage in- 
creases from their already high level of production. These differ- 
ences in performance are attributable in large measure to the use 
of improved agricultural technologies. The more organized cases 
were using 8,5 times more fertilizer per hectare in 1961-65 (34 
compared to 4 kilograms per hectare) and still more than four times 
more in 1971 (65 compared to 15), The more organized cases have 
somewhat more of their cultivated area under irrigation (32 percent 
compared to 22 percent), When it comes to adoption of new high- 
yielding varieties of cereals, we find that almost all the countries 
using the recently-developed HYVs are among the less organized 
cases because the more organized cases have been experimenting 





with and extending their own improved varieties for decades. It is 
clear from the yields attained in the more organized cases that they 
have been more progressive in technological innovation and adoption, 


Table 2: Summary Indicators of Agricultural Productivity and Progress 
(Rank orders in each column given in parentheses) 





Index of increase 
Average yields for Index of increase in per capita total 
Cases in cereals 1970-72 in cereal yields agricultural pro- 
order of "local (kilograms per by 1970-72 (1952- duction (1952-56 
organization" hectare) 56 = 100) = 100) 





Yugoslavia 2, 635(6) 233(1) 152(2) 
Israel 1, 873(10) 165(4) 217(1) 
Japan (1960) 5,179(1) 147(8) 124(5) 
China 1, 789(11) 121(14) 117(8) 
Sri Lanka 2, 288(7) 159(5) 100(14) 
Taiwan 3, 686(3) 141(10) 122(6) 
Egypt 3, 935(2) 156(6) 111(10) 
South Korea 3, 392(4) 198(2) 140(3) 
(Punjab, India) (2, 135) (196) (248)* 





Average for 
more organized 3,097 166 135 
cases (N=8) 





Phillipines 1, 261(14) 127(15) 101(13) 
India 1, 130(16) 140(11) 104(12) 
Turkey 1, 393(13) 129(13) 109(11) 
Bangladesh 1,557(12) 110(16) 86(16) 
Indonesia 2, 062(8) 136(12) 96(15) 
Thailand 1,939(9) 143(9) 119(7) 
Pakistan 1, 232(15) 166(3) 116(9) 
Malaysia 2, 842(5) 149(7) 134(4) 





Average for 
less organized 1,677 138 108 
cases (N=8) 





*Per capita food production, 


Using standard measures for nutrition, health and education 
[ omitted from this extract] we found higher attainments in the more 
organized cases, This finding has to take respective income levels 
into account, since richer countries should be able to provide more 
welfare services, Per capita income levels are considerably higher 


in the more organized cases now, though they were not higher 20 
years ago, 


1953 
More organized cases $74 


Less organized cases $78 


When we compared rank-orderings with respect to 1970 income levels 
we found that the welfare differences were largely in the direction of 
the more organized cases ranking higher in welfare terms than their 
income level would determine, with less organized cases ranking 


somewhat lower. [Given that the degree of local organization is 





associated with achievements in rural development, the remainder 
of this extract concentrates on the requirements for successful 
local organization. ] 


Basic Structural Conditions for Successful 
Local Organization in Rural Development 








From the various country experiences, we have tried to distill 
the most essential elements in their patterns of distribution and 
flow of resources and information and in their structures of auth- 
ority, as these are part of decision making and implementation. 
Patterns of resource distribution and flow are not necessarily easy 
to change, because many people are familiar with and benefit from 
any existing pattern, But they are subject to government policy, 
and hence can be altered if governments understand the benefits to 
be derived therefrom, 


1, Distribution of economic assets, The first condition for de- 
veloping effective local initiative seems to be a relatively equitable 
distribution of assets, which in the Asian rural context means pri- 
marily land, Equity, as used here, is not identical with income 
equality. We regard as relatively equitable a difference of as much 
as 5 to 1 in the average income of members of the top 20 percent 
and the lowest 20 percent of farm households, This is approxim- 
ately the situation in Israel, Japan, Korea, Taiwan and Yugoslavia, 
in contrast with ratios of over 10 to 1 in India and even more in 
Malaysia, the Philippines and Thailand. However, the countries 
with highest rural welfare and top agricultural performance are in 
the second rank of cases in terms of income equality, not the first 
rank, Countries with the most equal distribution of incomes, such 
as China, Egypt and Sri Lanka, have many things to commend their 
pattern of rural development, but the most equal distributions do 
not appear to be necessary for rural development, Nevertheless, 
all of the countries with more equal income distributions stand out 
in performance relative to their resource base; and some, such as 
Japan, Israel and Yugoslavia, had had very rapid rates of overall 
economic growth without giving up relative income equality (con- 
trary to the theories of some economists). What most distinguishes 
these cases with greater income equality is that they have had ser- 
ious and effective land reforms, not just breaking up some big 
estates but systematically getting land to small and landless far- 
mers within some framework of rural local organization, 








Why should relative equity in land ownership be associated with 
successful local institutions? Because in rural Asia, land owner- 
ship is a fairly reliable source and indicator of social and political 
power. Where this power is skewed in favor of a small minority, 
that minority will use its power to preempt for its own use the bulk 





of the scarce and valuable resources provided by the central govern- 
ment for agricultural development, This includes not only the scarce 
(subsidized) credit, fertilizer, processing and marketing facilities 
provided by government, but also the attention of the limited number 
of extension agents who bear knowledge of improved practices. They 
will also tend to dominate whatever organizations function in the coun- 
tryside and convert them to their own purposes. The rural public 
works programs in Pakistan under Ayub Khan, for example, gave 
clear evidence of this, with roads, irrigation ditches, drainage chan- 
nels, etc. built mostly for the use of larger landowners. Smaller 
farmers will not find it worth their time or effort to participate in 
local organizations which have little of value to distribute to them, 
and cannot facilitate their access to goods and services needed to 
raise their productivity and income. If such organizations become 
institutionalized, they would be as instruments of the large and mid- 
dle farmers, while small farmers would have to maintain their tradi- 
tional dependency on patrons or rely on their own meager resources, 
Any Asian government which is interested in increasing productivity, 
increasing per capita incomes, and improved welfare for farm fami- 
lies is likely to find its efforts thwarted by local power structures © 
when these are based on radically inequitable ownership of land. 


2. Levels of organization, The more successful systems of local 
organization in the sphere of cooperatives or farmers associations 
(as opposed to the sphere of local government) rely on a similar two- 
tier structure at the lowest level. The primary level of organization 
tends to be the village or hamlet, the neighborhood, or some other 
group of 30 to 100 families. Organizations on this scale can be 
effective for pooling labor, regulating irrigation water at the field 
level, controlling pests and weeds, harmonizing planting, weeding 
and harvesting schedules, and performing some common services. 
Egypt is the only one of the ''more organized'' cases which is not so 
well organized at this basic level. 





What characterizes the more successful basic units is a shared 
common identity and common interest. The membership is small 
enough that all persons can know each other and feel some solidarity 
with one another. In collective ventures, everyone will know who 
contributes well and who poorly, with the former rewarded by local 
esteem and the latter sanctioned by social pressure, There is enough 
knowledge of individual circumstances to make reasonable judgments 
about how benefits and costs of local activity should be apportioned, 
If the most basic unit of local organization is much larger than this, 
these operational advantages are lost. With sufficient solidarity and 
organizational skill, somewhat larger units can be effective as with 
the larger kibbutzim and moshavim in Israel. But the principle of 


neighborhood organizations as the building blocks for rural develop- 
ment seems essential, 





These organizations need in turn to be knit into some larger or- 
ganization which can provide the benefits of scale — 1,000 families 
or 5,000 persons as a minimum —to afford the managerial cadres 
and the physical facilities necessary to operate complex structures 
handling large sums of money as well as physical inputs, storage 
and even processing activities. The village of one to three thou- 
sand persons is not an appropriate level for either the primary or 
the more sophisticated activities to be performed by local organiza- 
tions, It is too large for the former and too small for the latter, A 
two-tiered approach to local organization can combine the benefits 
of solidarity and scale, both for mobilizing resources and for organ- 
izing and implementing development projects. While there are a 
number of variations found in the sizes (by population) of organiza- 
tions at the bottom, and still more variation in the higher levels of 
national hierarchies, the description above represents a useful prin- 
ciple for guidance —though not an ideal model for all circumstances. 


3. Multiple channels. Local organizations (including here local 
government and political party units along with farmers' associations) 
need to be differentiated horizontally, i.e., there should be parallel 
local organizations performing collectively the linkage functions 
which are so crucial to rural development. 





Effective linkage, for a variety of reasons, requires the opera- 


tion of more than one channel, It is through the skillful use of dif- 
ferent channels that local leaders can best enhance their access to 
resources not available locally on behalf of their communities, and 
participate in the networks through which information, resources 
and influence are exchanged. Because any single channel may at 
any time be blocked or monopolized, may fail to function, or may 
yield unsatisfactory results, it is important to have at least one 
additional channel which local leaders use either singly or in com- 
bination to meet their needs. Conversely, central governments do 
well to rely on more than a single channel for reaching down to the 
village. While normally a single channel will be used for a specific 
purpose —the irrigation department and irrigation associations for 
matters involving water supply, the extension service for spread of 
technical information — the availability and the use of alternative 
channels can increase the bargaining power of local leaders, their 
prospects for exerting influence on important decision centers, and 
their capacity to use the institutional system for local advantage. 
At the same time, a range of institutional channels can extend the 
center's range of potential influence and control, Ina number of 
instances local political party organizations have served as a use- 
ful alternative to the administrative bureaucratic channels. Too 
many channels, however, are likely to be counterproductive. 





4, Multiple functions. A closely related issue is the choice be- 
tween single purpose and comprehensive local organizations. Organ- 
izational specialization is necessary up to a point, but is likely to 
fail if taken very far into the local domain of rural development. Rea- 
sonably comprehensive structures such as the Farmers' Association 
in Taiwan or the team-brigade-commune system on the mainland of 
China have been very successful in Asia, They permit larger scale 
operations which may be necessary for economic efficiency and pro- 


vide one center where the farmer can obtain most of the services he 
needs, 





There are serious risks, however, in attempting to encompass too 
many interests or functions in a single organization, It is then vul- 
nerable to immobilization through factional strife, corruption or lead- 
ership inertia. Yet the risks inherent in having a large number of 
small, specialized single-purpose organizations are more severe, 
They are likely to be too small in scale for efficient operations and 
unable to integrate with other specialized activities, imposing an un- 
necessary and unwelcome burden on farmers, and their work may be 
duplicative or mutually contradictory. Multifunctional organizations, 
then, have definite advantages in scale and in capacity to integrate 
services, but they should not be given a monopoly of functions in any 
rural area, In none of our cases have all the functions of local gov- 
ernance been committed to a single structure. As a minimum require- 
ment, commercial functions should be separate or at least insulated 
from partisan or political activities, for farmers must have confidence 
that cooperatives' distribution of fertilizer will be made fairly or that 
savings deposits in a credit union will be secure. 


5. Decentralization, For many reasons, Asian governments have 
been biased toward highly bureaucratized and centralized patterns of 
authority and administration. Rural development, however, must be 
location-specific, because problems vary with people, soil, climate, 
settlement patterns, ethnic traditions, and similar factors which in- 
hibit uniform prescriptions except at high levels of policy generaliza- 
tion, Though the pattern varies with each function of government, the 
more successful cases reflect the willingness of governments to de- 


centralize specific decision-making to structures close to local areas 
and local clients. 





At least three rules of decentralization seem to apply uniformly. 
(1) It is more likely that centralized operations will be required the 
more complex and powerful is the technology, the more capital-in- 
tensive it is, the slower the payoff or return, and the more specialized 
and scarce the technical and mangerial skills required for the job. On 
the other hand, the more commonplace the technology, the more the 
people involved, the simpler the management skills required, the 
more quickly results can be achieved, and the more ''feedback"' that 





is required to guide operations, the stronger is the case for decen- 
tralization. (2) In the Asian rural context, decentralization usually 
is more effective if it is controlled rather than complete, A substan- 
tial share of critical resources is usually provided by the center, 
and since rural people are neither all-wise nor all-virtuous they too 
may abuse power and misappropriate resources as well as make 
honest mistakes, Effective decentralization is therefore best con- 
strained by firm policy guidelines and centrally established standards 
enforced by regular inspections and other forms of audit and control 
while leaving operations in the hands of locally based personnel, 

(3) Different rural development tasks are better handled at differ- 
ent levels of decision-making. For example, in Taiwan the Irriga- 
tion Associations and Farmers' Associations are organized over 
different areas, The former vary tremendously in size and scale 
according to the size of the catchment area involved. Quite prag- 
matically, Irrigation Associations cross township lines if this is 
dictated by topography or engineering systems, Farmers' Associa- 
tions, on the other hand, providing complementary inputs of fertili- 
zer, seeds and credit do not necessarily correspond to Irrigation 
Association boundaries, as these would often lead to organizational 
sizes inefficient for managing these inputs. 


Strong, effective local institutions do not necessarily weaken the 
authority of the central government, and indeed as a rule extend it. 
In some countries the center derives what strength it has mainly by 
dominating and domineering the local institutions, This is essen- 
tially a negative power, good for preventing things from happening, 
In such a situation, the center will be incapable of accomplishing 
positive development. Central strength based on anemic rural in- 
stitutions is an illusion; but it is also unlikely that there can be 
effective rural institutions in the absence of strong central support. 
The critical factor is whether the goals of central authorities and 
local organizations are compatible. Where center and periphery 
have different objectives, their powers will be pitted against each 
other. But as long as the central government seeks rural develop- 
ment objectives that are consistent with the needs and aspirations 
of rural people, strong rural local organization can only enhance the 
power of the center, This is found in our 'more organized" cases, 
where both center and periphery are strong. 


Supporting Behavioral Conditions 





Organizational structures represent opportunities for action, but 
no more. To have effect and contribute to society, they need to be 
infused with human activity and aspirations. Certain behavioral 
factors make for more vital local organization to support rural 
development. 








1. Local participation can bring useful, locally-based information 
and local interests into decision processes, and it can reveal and tap 
previously unrecognized managerial and leadership talents. The 
opportunity to participate, even when it is taken up by relatively few 
local people, enhances the legitimacy of local institutions and also of 
national government, provides a ready outlet for the expression of 
grievances, and can generate local cooperative and self-help activi- 
ties for development, Like all good things participation can be over- 
done, and local organizations can become overpoliticized or immo- 
bilized by factionalism, with rural development objectives displaced 
by struggles for control. But there is an equally real danger that in- 
spection and controls by higher authorities in support of development 
goals will be used to throttle participation, as seen from the case study 
on panchayat raj in the Indian state of Andhra Pradesh (below). 


Our case studies reveal a considerable range of modes of local par- 
ticipation. Observers must guard against culture-bound interpreta- 
tions of participation which judge farmers' meeting for long hours in 
China or Korea simply as ritualistic or coerced because it is govern- 
ment-sponsored or ordered, while regarding the same extent of par- 
ticipation in Sri Lanka or Israel as "real'' because it corresponds 
more to Western ideas of ''democratic'' participation. We think it is 
of great value to farmers that rural people can, by their own decisions, 
affect the course of government activity; but we also recognize the 
function of less empowered participation, Rural China today seems 
alive and even sometimes adrift with participation as often thousands 
of cadres from many communities meet for days on end; put up in 
schools and shops, using sleeping bags and open fires to sustain them- 
selves, while issues, directives and evaluations are thrashed out. At 
the same time, we find Village Councils in Sri Lanka debating and pas- 
sing resolutions on the Allende regime in Chile or the international 
energy crisis, passing these up to the center with every expectation 
that they will be considered seriously. In either case, the morale and 
enthusiasm of rural people can be heightened by such opportunities, 
however vicarious in substance or ineffective in outcome, for involve- 
ment in efforts beyond their own private sphere. Our analysis of par- 
ticipation in the case studies showed an association, though not a per- 
fect one, between degrees of participation and success in rural 
development, 


2, Leadership, Recruitment of leaders ina manner which Amer- 
icans would consider ''democratic'' is not common among our cases, 
perhaps only in Israel and Sri Lanka, This does not mean, however, 
that local leadership is necessarily unrepresentative or ineffective 
for rural development. For example, in China, Korea and Taiwan, 
quite different selection processes can produce leaders who are close 
to the local population and can help solve rural problems, In the 
first case, the Communist Party plays a dominant role in leadership 








selection; in the second, a headman is formally selected by the ad- 
ministrative structure, though in practice he is the person agreed 
from above and below to be the best qualified intermediary; in the 
third, faction and sometimes even clan politics, surrounded by man- 
ipulation of nominations and vote-buying, result nevertheless in 
reasonably effective local leadership of township government and 
Farmers' Associations. What the three cases have in common is 
that leaders are drawn from the local community, have strong per- 
sonal and family ties there, and feel an obligation to serve what is 
consensually decided upon as the community interest. 


The question often arises whether "traditional" leadership can 
serve these ends effectively. Given the reservoir of legitimacy and 
support which much traditional leadership enjoys, working with and 
through it offers certain advantages provided that the kinds of condi- 
tions mentioned above are satisfied. Such leaders, however, are 
often overburdened by existing duties and usually lack the experience 
and skills suited to handling problems of new rural development pro- 
grams. Our conclusion is that they can be effective at the lowest 
tier of the organization, but much less so at higher levels. 


The question also arises concerning the extent to which literacy 
and formal education should be viewed as requirements for local 
office. This depends heavily on the attitudes and orientation of the 
bureaucracy, whether or not it will be supportive of non-literate 
local leadership and use its educated skills to make this leadership 
effective; or whether it will undermine and take advantage of such 
leadership. We found that in China, for example, a concerted effort 
has been made to buttress illiterate but knowledgeable and dedicated 
local leaders with educated personnel, In many other countries, how- 
ever, educated bureaucrats seem for a variety of reasons indisposed 
to rendering such service. Our study raises the question of how lo- 
cal organizations could be better designed to incorporate non-liter- 
ates in leadership positions, to draw on their practical knowledge 
and experience and on the confidence which those with natural lead- 
ership skills enjoy from the rest of the rural population. 


It is probably true that larger farmers will continue to dominate 
local rural institutions as long as this group remains basically intact 
and endowed with its resources. In many communities we found that 
"middle farmers" or ''kulak farmers'' —those earning certainly more 
than a subsistence income, though not major landlords —were the 
ascendant group. In Egypt, for example, despite the land reform 
and socialist policies of the central government, the local leadership 
group is comprised mainly of persons cultivating 20 or more acres. 
In China, even after the revolution and land reform, much of the 
local leadership came from ''middle peasants" and it has taken a 
persistent effort to shift authority toward the "poor and lower middle 





peasants. '' What will count more than reducing larger-farmer num- 
bers in leadership positions will be their orientation, whether they 

identify with and assist the majority of members or aspire to join the 
ranks of the top 10 percent and make political decisions accordingly. 


In the latter case, they are not in effect accountable to the local mem- 
bership for their actions. 


3, Politics and conflict resolution. In any regime of scarcity 
there will be "politics, '' as individuals and groups compete for very 
limited resources, status and authority. In some regimes the com- 
petition and the dynamic of politics may be repressed to present an 
outward appearance of harmony, but underneath the surface the 
pressures of competition surge. 





Where there are local institutions, these institutions will be arenas 
for the assertion and promotion of competitive claims and for the reg- 
ulation and resolution of conflict. Outside attempts to enforce rules 
of unanimity in situations which harbor conflicting interests are likely 
to ensure the dominance of a minority, to alienate much of the consti- 
tuency, or simply to fail. The case study on panchayat raj in the 
Indian state of Andhra Pradesh gave clear evidence of this. There, 
higher level authorities sought to compel the submergence of local 
differences —some due admittedly to pernicious factionalism —by 
favoring panchayats with a high degree of unanimity in making alloca- 
tions. This led, however, to real distortions of the decision-making 
process as coercion replaced consensus, and as voluntarism in efforts 
at community improvement dried up. Local institutions make a major 
contribution to rural development and welfare by surfacing and settling 
conflicts, invoking some combination of legal procedures and commun- 
ally sanctioned norms, By forging some necessary measure of agree- 
ment based on overarching values —if only those of curbing strife — 
politics serves a constructive purpose. This has been the pattern 


among the more successful local organizational arrangements in our 
survey. 


Not all politics needs to be electoral, though this is the most com- 
mon and in principle the most effective. We find in the cases of China 
and Korea that ''criticism'"' and ''self-criticism'" serve as significant 
modes of politics. Grievances are expressed, objections are raised, 
new collective actions are proposed, and by giving vent to such ideas 
the consequent policies have greater realism and support though not 
determined by vote, except formalistically after consensus has been 
shaped. But if criticism and suggestions are purely formalistic, with 


opposing views unexpressed, no really ''political"' purpose is served, 
to be sure, 


Too much politics or patronage can of course immobilize or destroy 
local institutions, Local organizations may perhaps function more 





effectively for avoiding the inclusion of inherently conflictual inter- 
est groups in the same membership. In many of the countries sur- 
veyed, for example, landless laborers represent a large portion of 
rural households (e. g., 47 percent in Egypt, 45 percent in Java, 
Indonesia), These benefit only minimally from government solici- 
tude or services, and their interests on most matters are at sharp 
variance with those of big landowners who are no longer traditional 
patrons but commercialized employers. There is not much more 
community of interest between the landless and the small owner-cul- 
tivators. Under these circumstances, it is probably a mistake to 
attempt to include landowners with landless laborers in the same 
cooperatives or Farmers' Associations. The latter will need their 
own organization, 


We found no evidence in our studies of organization among the 
landless, or of government efforts to promote such organization, 
(Only in China, with collective ownership giving all residents of a 
locality an interest in productive resources, is the class of laborers 
with no resources eliminated.) Without organization, these poorest 
of the poor have no bargaining power and no capacity to claim public 
services. If they should become effectively organized, conflict 
levels in the rural areas would certainly increase, We can under- 
stand the political reasons why the landless have not been organized 
(or allowed to organize), but for lack of their organization the poli- 


tical processes in local organization will be less fruitful than they 
could be. The solution to mitigating potential conflict in the longer 
run is more, rather than less, ''politics, "' 


4. Institutionalization, This term denotes the extent to which 
people's activities and performance with respect to local organiza- 
tions are regularized and predictable. It takes time for members 
and leaders to learn how to work within a complex structure, hence 
the process of institutionalization will not be culminated quickly. It 
also takes time for an organization to establish reliable and pre- 
dictable linkages with other organizations on which its activities 
depend, 





Central elites interested in rural development must be prepared 
to invest over an extended period of time in building local capabili- 
ties, and must avoid the temptation to indulge in frequent and sharp 
structural changes or to require too much of them too quickly. In- 
stitutions are not static; but their innovation in the successful cases 
proceeds from a base of understanding and commitment on the part 
of their members, who accord them sufficient legitimacy and 
allegiance to make the innovation part of a larger purpose which 
they support. There is conflict, and competition, but it is encom- 
passed within accepted procedures and does not become an impedi- 


ment to program action, Members and leaders know what is expected 
of them and act accordingly. 





Underlying the process of institutionalization is the growing con- 

fidence of members that the local institution and its leaders are indeed 
serving their interests. This is the key to their legitimacy. Once 
this confidence is widely breached, or if it never becomes established, 
the organization may still survive if pumped up from outside; but it 
cannot become an effective institution in the eyes of its constituents. 
While farmers do not expect miracles from local organizations, they 
will not continue to participate unless they see that the organizations 
command enough resources to make a difference in their lives and 
allocate these resources for uses that seem productive. Thus, any 
national government seeking to promote local organization must take 
steps to insure a steady flow of resources so that it can establish the 
legitimacy and effectiveness of these organizations in rural eyes. 
With this support, local organizations can achieve a consistency and 
predictability of performance, of both their functionaries and mem- 
bers, which will make them useful instruments on behalf of agricul- 
tural productivity and rural welfare, 


| Extracted from Local Organization 
for Rural Development: Analysis of 








Asian Experience, pp. 2-7, 23-33, 
xiv-xvi, 63-96. Monograph RLG 
No. 19, Center for International 
Studies, Cornell University, Ithaca, 





New York, November 1974. This 
project, including the case studies 
mentioned, was supported by the 
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THE UNITED NATIONS HAS PROCLAIMED 1975 
AS INTERNATIONAL WOMEN'S YEAR, AND HELD A WORLD 
CONFERENCE ON THE SUBJECT IN MEXICO CITY IN 
JUNE-JULY. THE CENTER OF THE PICTURE SHOWS 
THE OFFICIAL INSIGNIA FOR INTERNATIONAL WOMEN'S 
YEAR. AROUND IT ARE STAMPS ISSUED BY VARIOUS 
COUNTRIES FOR THE OCCASION (STAMPS SUPPLIED 


COURTESY OF WOODWARD AND LOTHROP'S STAMP DE- 
PARTMENT, WASHINGTON, D.C.) 





A Checklist for Action 


John von Arnold 


[ The following questionnaire (with some additions and subtractions 
by the editors) was sent to the non-governmental organizations which 
are participating in the International Women's Year Conference in 
Mexico City. ] 


Change in any major field of human life always pro- 
duces "echoes" in other areas, Thus it is important 
to be aware — as far as prediction is possible — of the 
side-effects that may arise from advances in the status 
of women, The following questions are designed to 
stimulate discussion on a few of the factors involved 
in changing women's status. For many, if not most of 
them, there are probably no definitive answers, but 
these questions should at least provide helpful insights 
and perhaps some guides to action. 


1. Women in many low-income countries — and par- 
ticularly the least developed — are often —— 
employed at hard manual labor. 


— Do you feel this represents a kind of "equality, '' or 
the reverse? What might be the benefits and what 
might be the drawbacks: 


for the women directly concerned? 

for their families ? 

for the local economy ? 

for the national economy ? 

for the overall picture of employment and incomes ? 
What impact might women's employment in such 
work have on their prospects for advancement? 


Mr. von Arnold is Chief of Special Projects, 
Division of Information, United Nations 
Development Programme, New York, 
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2. Throughout the developing world, significant numbers of women 
are beginning to enter the industrial labor force. 


What effects, good and/or bad, is 
this likely to have on: 


— their role as mothers? 

— their role as home-makers ? 

— their role as community 
members ? 


How might it eventually alter basic 
cultural patterns and ways of life? 


What working conditions are par- 
ticularly essential to women's: 


— personal well-being ? 
— job productivity ? 


What special provisions does your 
community make for mothers who 
must work outside the home? 


— day care centers? 
— maternity leave? 


3. Women are also moving into new positions of authority. 
might this alter: 
their picture of themselves ? 


the way men see them? 
the relationship between the sexes ? 


Do you think that the roles of men and women are totally interchange- 


able — or that each sex may have, to some extent, equal but differ- 
ing contributions to make? 


— What problems can be caused by rapid changes in sex roles — 
and how can these problems be forestalled or minimized ? 


4, In most industrialized nations, women have been active in pol- 
itics for at least two generations, But their participation has thus far 
failed to produce many major changes in political systems of politics. 





Why do you think this is the case? 

Might the outcome be different in the low-income countries 
where women are just starting to take an important hand in 
politics at many levels? If so, how and why? 

What issues are most likely to arouse the concern of women 
in these countries ? 


Do you believe they will tend to be basically ''conservative" 
or ''radical, '' and why? 

What might motivate them to take greater interest in poli- 
tics and to take on decision making roles? 





5. Many factors can affect the status of women in their communities: 


Should women have identical educational opportunities with men? 
How many years should women attend school? 

Should women receive the same wages as men when they do 
equivalent work? 

Should their legal status be different from that of men? If 

so, in what ways would differences be justified ? 


6. At times, women's problems are unique: 


— Should there be special projects on activities dealing with 
women's problems? If so, who should plan such projects ? 
— What effects might the introduction of simple labor-saving 
devices for household and other traditional work have in the 
life of women in developing countries? 
— How might this, in turn, be reflected by changes in the life 
of local communities ? 
— What other kinds of programs and projects would we be in- 
volved in helping women as homemakers and family members: 
— nutrition? 
— family planning? 
— child care? 


[ Adapted from Ways and Means, 
Part Nine, a series of informa- 
tional pamphlets for non-govern- 
mental organizations, published in 
conjunction with the quarterly ser- 
vice bulletin Commitment by the 
United Nations Development Pro- 
gram, New York, 1975, ] 








Note: For a comprehensive survey of women's roles in the devel- 
opment process, see Development Digest, April 1971, pp. 97-122, 








Rural Women in Kenya 


and Tanzania 
The Research Division of SIDA 


{In traditional East Africa women's roles have been sharply differen- 
tiated from men's, giving the former security within their defined 
sphere. Progress in agricultural methods has tended to erode this 
security; some proposals are made for adapting women's position to 
the demands of modernization. ] 


The Traditional Rural Society 





Traditional subsistence agriculture in East Africa 
relies on a slash and burn technique which requires 
long periods of up to 15 years when the land lies fal- 
low for the soil to regenerate after a few years of cul- 
tivation. Only annual crops are grown in this way: 
millet, sweet potatoes, maize, manioc, peanuts and 
beans, These crops are inter-planted (rather than mon- 
ocropped); use of fertilizer is rare; and simple tools— 
hoes, digging sticks —are used. In addition, peren- 
nial crops, largely fruit and oil palm trees, are grown; 
and some kinds of livestock may be raised. (This paper 
does not deal with tribes whose chief activity is cattle 
raising, ) 


Women's duties. Work is apportioned according to 
sex. All agricultural tasks affecting annual crops fall 
on the women with the exception of clearing and burning. 
On certain high, dry plateaus where the soil is difficult 
to work, men take part in some of the heavier cultiva- 
tion jobs. Women hoe the loose soil, plant, thin, weed 
and harvest. They are also responsible for the storage 
of the produce, for decisions on matters of consumption 





SIDA, the Swedish International Develop- 
ment Authority, is the foreign assistance 
agency of the Government of Sweden. 





and distribution, and for the sale of any possible surplus: this gives 
them an income at their own disposal, They are responsible for the 
day-to-day household budget, and for the household's smaller domes- 
tic animals: goats, chickens and pigs. They make certain types of 
household articles, mostly pleated goods. They also fix food for them- 
selves, their husbands and their children, They procure all that is nec- 
essary for food preparation — wood, containers and water. To collect 
water may take half a day or more during the dry season, 


Men's duties. Men clear and burn, cultivate perennial plants, pro- 
cure meat, take care of the larger domestic animals (if agriculture is 
supplemented by cattle-raising), and build and maintain the houses of 
their respective wives. The trees producing perennial crops are re- 
garded as a form of interest-yielding capital. Capital can only be 
owned and administered by those considered to be legally competent, 
that is to say men, Therefore it is the men that plant, harvest and take 
responsibility for these plants. Both these plants and their proceeds 
are the personal property of men just as the annual crops and their 
proceeds belong to the women, The processing of the products from 
the perennial plants is therefore among the duties of the men, and this 
includes the making of clothes which were made earlier by the prepara- 
tion of wood fibers, Even ina changing rural community, the man 
continues to sew, even by machine, and to sell the cloth on the market, 





Other occupations of men in the traditional community can be de- 
scribed as ''foreign and domestic politics". Taking care of relations 
between clans and tribes has always been the exclusive concern of 
men: contacts with neighbors, settling arguments, and other legal 
matters within the traditional common law. Most of the men's time 
has been devoted to preserving the organization of society by remem- 
bering and discussing the rules and knowledge of earlier generations 
and passing these on to others, 


Women's decision-making rights. Women are regarded as the 
owners of all crops they cultivate and the products they manufacture. 
They are not controlled by anyone as long as they tend to their work 
and fulfill their obligations for support of the family and relatives. 
The principle is that the one who owns a certain crop also has the re- 
sponsibility for its cultivation and the various tasks that arise in con- 





nection with it. If a husband or anyone else were to interfere in this 
matter a woman could, in principle, request that the affair be ad- 
judicated and could request legal compensation. Their position as the 
main providers of food gives the women economic independence and 
economic value. The character of women's social relationships is de- 
termined to a great extent by their role in the productive system. 


Women's social standing is also defined by their position within the 
clan system, 





The clan, Land cannot be owned by individuals. It belongs toa 
family collective — a lineage, i.e. a clan or that portion of a clan 
whose members are united by their descent from a specific ancestor 
known by name. Inthe slash and burn method of cultivation, the long 
fallow periods presuppose access to such large areas of land that an 
individual household could not defend its territory. At the head of 
the clan is a clan chief who allots tilling rights to the members of the 
clan according to their needs. Each married male member of the 
clan is given temporary tilling rights for his household to a particular 
piece of land, After a fallow period he cannot demand to regain the 
same specific piece of land (except that he owns trees he has planted, 
while they live). The land that a man is given is worked by his wife. 


Collective ownership of the land is the basis for comprehensive 
social, economic, religious, legal, political and moral obligations 
among the clan members. Production in the clan is controlled by 
those leaders who have been authorized by the ancestors to adminis- 
ter the inherited knowledge of the organization of society. Too large 
a surplus for individuals is prevented in deference to the demand for 
equality within the group. Economically successful women have al- 
ways run the risk of being accused of witchcraft. They are charged 
with magically extracting the vitality out of other families, and thus 
ultimately out of their husbands' clans as a whole, in order to further 
themselves at the cost of the others. 


The clan is regarded as a whole, and its members in their rela- 
tions with members from other clans act not as private individuals 
but as representatives of their clan, Ultimate responsibility for the 
actions of every clan member in relation to outsiders rests with the 
clan chief. He may delegate this responsibility to lower levels with- 
in the clan: the head of a family may assume responsibility for the 
actions of his extended family. Any economic penalty that one per- 
son might incur through arrangements with a member of another clan 
ultimately falls upon the group as a whole, 


The standing of women in the clan system, Women, like the youn- 
ger unmarried members of the clan, are regarded as legally incom- 
petent. They cannot plead their own cases and are neither economi- 
cally nor legally responsible in a dispute or claims for damages, nor 
do they take part in ritual and religious matters. They do not have 
the same access as men have to the fund of knowledge that is needed 


to control society; they therefore have no political right to partici- 
pate in decision-making. 





A woman remains a member of the clan she was born into even 
after marriage. But since she moves to the clan territory of her 
husband upon marriage, this membership becomes relatively passive. 
Female members of a clan are spread in different places and have no 





opportunity to cooperate nor take part in all of their own clan's collec- 
tive activities. Butthey do gather on certain occasions as in the case 
of death and sickness. In addition, after her marriage, a woman main- 
tains the right and obligation to visit her home-village regularly to 
maintain contacts with her clansmen, even though her social activities 
within her husband's clan are more comprehensive. 


Marriage is a kind of contract between a woman's own and her hus - 
band's clan. The contract involves certain duties of an economic, 
social and sexual nature which are mutually imposed on the couple. 
The contract does not entail community of ownership, According to 
the common law of marriage a woman is guaranteed economic inde- 
pendence vis-a-vis her husband, protection against maltreatment, 
and strictly defined rights on matters of social and sexual intercourse, 
Common law also determines her rights and obligations in relation to 


any co-wives. If her rights are not respected her clan may claim dam- 
ages or divorce, 


Men and women live in different worlds. Sex and age determine 
the day-to-day way of life and production chores, Married women in 
their active years associate with one another, while adult men keep to 
themselves. The men of the household, or that part of a clan that 
makes up a village, eat together. After having served their husbands, 
women eat together and with the children, Ina polygamous marriage 
the wives take turns preparing and serving the husband's food accord- 
ing to mutual agreement. Sometimes a woman eats alone with her 
children, sometimes with other female relations; sometimes women 
from several households take their meals together. 





The wife of a polygamous marriage is guaranteed, in principle, 
just as great an economic and social independence as the wife of a 
monogamous marriage. Each of the wives of a polygamous marriage 
has the right to her own hut, her own hearth and her own field. They 
are all guaranteed the same rights to sexual intercourse with the hus- 
band, and when meat and clothes are passed out by the husband none 
of the wives may be favored. In some ethnic groups, however, the 
first married wife has a special standing, and must give her assent 
before the husband marries another woman, Generally speaking, 
women enjoy their own position of power because of their economic 
independence in day-to-day production, and because the firm estab- 
lishment of set roles is guaranteed by the clan system, 


Social Consequences of Economic Change 





When a society which has lived on subsistence agriculture begins 
large scale cultivation of cash drops, two important changes take 
place influencing the situation of women: 1) land rights shift from 





collective tilling rights to individual ownership rights; and 2) the di- 
vision of labor between the two sexes is altered. 


The land becomes the property of the husband, The transition from 
collective to individual ownership of the land is accelerated by three 
factors: 1) The most important and earliest cash crops that were 
introduced were perennial: coffee, tea, sisal, cocoa, oil palms, etc. 
In order for the cultivation of these to be profitable they had to be 
planted very close to each other (monocropping). This precluded the 
growing of annual crops between them, In practice this also meant 
that the cultivator acquired private rights to the land itself. He re- 
mained tied to it during the entire time that the plants yielded profits, 
i,e. usually an entire generation, 2) Where annual cash crops have 
been introduced, population density has also been or has become rela- 
tively high, Heavy population pressure does not allow the methods of 
traditional crop rotation to be applied, since these presuppose that 
large areas of land lie fallow for long periods of time. 3) Land re- 
forms in Uganda (1900) and Kenya (1954) have accelerated the evolu- 
tion towards private ownership of the land. The social consequences 
of the transition from collective to individual ownership of land are 
pervasive, In the altered agricultural community, every adult male 
is regarded as an independent legal entity. Men are no longer respon- 
sible for their actions to the head of the clan nor to the clan as a whole. 
Their only responsibility is to themselves, For example, this means " 
that a man may more arbitrarily apply the rules for co-habitation 
with members of other clans. The condemnation he might possibly 
bring upon himself no longer brings his position into question, He 
has his own land and therefore his own personal security to safeguard, 





Men have lost the security of clan membership but have been com- 
pensated by the security of becoming landowners, The women have 
not obtained any comparable compensation, nor have marriage rights 
been adapted to the new situation, Individual ownership continues to 
prevail in the marriage: a man's individual rights now encompass 


land ownership, while the woman's ownership rights have not been 
extended, 


The division of labor between the sexes is changing, When cash 
crops are introduced in the form of new plants which are not also 
cultivated for subsistence, they are generally regarded in tropical 
Africa as ''the men's crops". This is most obvious when the new 
crops to be expanded are perennial plants, for which the man have 
traditionally had the chief responsibility. Only the work comparable 
to that normally done by women in cultivating the annual subsistence 
crops are entrusted to women, i.e. routine and time-consuming work 
such as weeding, picking tea leaves and coffee berries, etc. 





New annual crops which are not used for family food but are sold 
for cash are also regarded as ''men's crops". Moreover, any work 
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that involves a new technique is carried out by men, which includes 
new tools, new hand movements, and new information, In addition 
the men perform work that demands a good deal of strength, as they 
did earlier; plowing for example, is increasing. These shifts in the 
division of labor tend to demote women from their position as inde- 
pendent producers to that of workers without any share in the profit 
of production, 


Customary law has not adapted to these new conditions. It still seems 
to be the general rule that each of the partners has individual rights 
to those crops he or she cultivates, and this applies as well as to the 
profits. In practice, a man and a woman may sometimes discuss the 
use of the income from ''the man's" products; but it happens just as 
often that such a discussion does not take place. 


The security of women's rights also diminishes due to the break- 
down of the clan system, Although her father or the nearest head of 
the family may continue to act as a woman's guardian he only has his 
personal influence to impose on his son-in-law in the event of marital 
conflicts. Marriage takes on the character of an individual contract 
between a man and the guardian of a woman, The scope for arbitrari- 
ness increases in marital matters, and this arbitrariness may influence 
the relative economic strength of the partners, 


National Development Plans 





In both Kenya and Tanzania plans for the conversion of agriculture 
emphasize investments for the development of commercial agriculture, 
When the target groups are described in development planning, women 
(who own no land) are omitted. Instruction in new technical methods 
takes place in such form (among others at boarding schools) that in 
practice it is only men that can participate. Lending institutions in 
the agricultural sector do not consider women as loan recipients. The 
lending system is based on land which is pledged as collateral, although 
in certain cases a loan may be secured by the coming years' yield from 
the perennial cash crops. This means that only men receive loans. As 
long as no special measures to the particular advantage of women are 


put into effect they will continue to be subordinated workers in the new 
agricultural community. 


Cooperatives, There is one important difference between the de- 
velopment plans of Tanzania and Kenya, In Kenya development is al- 
most exclusively directed towards increasing the individual farmers' 
production on private plots of land. In Tanzania planning is based on 
communal ownership of the land, In the latter, agriculture within 
collective villages —the so called ujamaa-villages — in which women 
have individual membership rights is given priority. 








Plans for the marketing of new cash crops rely on the agricultural 
cooperative. The cooperative movement is mostly based on the far- 
mer with either formal private ownership of the land (Kenya), or pri- 
vate ownership in practice (Tanzania), Thus the opportunities that 
women have to actively participate in development in either country 
are partially a question of what the cooperatives understand her role 
to be. There is no explicit sex discrimination within the producers' 
cooperatives in membership and cooperative education, Commenda- 
ble progress has been made, particularly in Kenya, towards giving 
women cooperative education; several rounds of special courses for 
women have been arranged in recent years. There are many female 
employees in the cooperative movement such as secretaries within 
the lower level organizations, In principle, an educated woman has 
just as great an opportunity to acquire employment within the cooper- 
ative as any educated man, 


The cooperative movement, however, has in practice failed to in- 
volve women because the economic role of women has not been clearly 
identified. Designations suchas "agricultural producer" or "'cultiva- 
tor'' are understood in practice to be "landowner", This means that 
it is only men who apply for membership in cooperative organizations, 
except in cases where a male member has died and the widow is re- 
garded as the administrator of his land. Thus the only uneducated 
women who are members of the cooperative organizations are widows. 
Even if land ownership were not an issue, when producers' or mar- 
keting cooperatives are mostly based on new types of crops and new 
agricultural techniques, it will only be men who are defined as the 
"producers", 


Women's organizations, Both the Kenyan and the Tanzanian wom- 
en's movements aim at involving women in economic development, 
The Tanzanian organization has a special economic committee with 
its own training programs which aim at improving the economic 
standing of members by instruction in, for example, handicrafts, 
small industry, poultry-farming, gardening, cooperative agriculture 
and the instruction of illiterates. The main stress of the Kenya move- 
ment is on combating illiteracy among women and on instructing 
women, particularly those in rural areas, in home economics, nutri- 
tion, agriculture, handicrafts and child care. Both organizations 
avoid stressing the relationship to men, 





Consequences for Status 





In the traditional African community there are separate standards 
of status for women and for men, Women are compared with’ one 
another on the basis of female characteristics. In the African com- 
munity these consist of industriousness, humility, fertility, etc. If 
a woman is rated high on the female scale she will be respected in the 
community, without having reached beyond the sphere of female rights 
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and obligations. Men attain their community standing according to 

the extent of their dignified demeanor, eloquence, knowledge of com- 
mon law, etc. In the community there is no inter-comparison between 
the status of men and women: they are incomparable entities. 


When the traditional community is altered as a consequence of the 
conversion of agriculture the following happens: the basis of men's 
contention for social status is pulled out from under them as the clan 
system dissolves, but a new field is opened to them —the economic, 
As men take over more of the economy and a new male ranking scale 
is created, women lose their most important source of status. Their 
security is no longer protected by the old separation in the spheres of 
the two sexes, and they may be forced to compete with men on the 
terms of the men's economic ranking scale. 


Proposals 





In order for instruction in new agricultural techniques to reach 
women a series of measures are necessary. For example, instruc- 
tion should take place locally and during hours when women can get 
away from their agricultural and domestic duties. It must also be 
organized in such a way that the ability to read and write is not a pre- 
requisite. It should expressly direct itself to women, possibly in the 
form of specific days of instruction for them, But it most probably 


should be brought about jointly by both men and women, with specific 
recognition of what women have to gain economically and socially by 
an increase in joint responsibility. The risk of a separate mobiliza- 
tion of women is that it creates a conflict in their relationships to men, 


In order to bring about long range improvement the general educa- 
tional level of women must also be raised, Many more boys than girls 
are still sent to school, partly because a fee is charged for school 
attendance, Different types of scholarships might help equalize the 
lopsided recruiting in schools. To teach adult women to read and write 
is also an important job. In practice women are much more respected 
by men if they have some education than if they cannot read or write, 
regardless of age. One condition for official laws being applied on the 
village level is that people know about them, As long as women are 
illiterate and ignorant of their lawful rights they have no opportunity 
of vindicating either the laws or themselves. 


[ Extracted from Women in Devel- 
oping Countries - Case Studies of 
Six Countries, pp. 24-37, Stock- 
holm, Sweden: Research Division, 
Swedish International Development 
Authority, 1974, ] 














Employment and the Status of 
Women in Venezuela 


Sylvana Zaia Maccan and Michael Bamberger 


[ Increasing female participation in the work force in Venezuela is 
in part attributable to rising educational levels of women: the more 
educated women not only have higher participation rates but tend to 
approve of women working more than do the less educated, For 
large numbers of the poorer women, however, work is seen as an 


economic necessity, not always welcomed, and their job possibili- 
ties are circumscribed. ] 


There is a considerable body of literature suggest- 
ing that employment and education are two of the prin-_ 
cipal determinants of the status of women in a given 
society. Regarding employment, the key factor is not 
simply the number of women who work but the control 
they can exercise over the conditions of employment 
and their promotion opportunities and wage levels 
relative to those of men, This paper presents a sum- 
mary of evidence on this subject for Venezuela, Most 
of the statistics are taken from the National Population 
Censuses of 1941, 1950, 1961 and 1971 (the latter are 
only partially available), and from the national house- 
hold sample surveys of which 13 have been published 
for the period 1967-71, 


Changes in Female Labor 
Force Participation 








Between 1941 and 1971 the labor force participation 
rate in Venezuela for females 10 years and over 


Ms. Maccan formerly worked with the Centro 
de Estudios Sociales, Caracas. Dr. Bamberger 
is the resident representative in Caracas for 
Accion Internacional Technica (AITEC) of 
Cambridge, Massachusetts. 





increased from 16, 1% to slightly over 20%. Throughout the period 
the most rapid increases have been for women in the 20-44 age range, 
while the rates for women under 15 and over 55 declined. The in- 
creases in overall female participation rates have been accompanied 
by a decline in male participation, with the result that the female 
share of the total labor force has increased from 17, 8% in 1950 to 

21, 5% in 1971. 


Significant changes have also occurred in the principal occupational 
categories, Between 1941 and 1970 the proportion of female employ- 
ment represented by agriculture declined from 14. 7% to 4.4%, and the 
proportion working in the manufacturing sector dropped from 35, 2% 
to 16.6%. The principal increases occurred in commerce (12, 8% to 
18. 1%), and services (45. 6% to 57.4%). Most of these changes are 
consistent in their direction and rates of increase or decline with the 
overall changes in the occupational structure of the labor force, ex- 
cept that the decline in manufacturing employment occurred during a 
period in which total employment in this sector increased by 320%. 
The reasons for this decline are discussed below. 


A woman's educational level is a very strong determinant of her 
labor force participation, In the period 1969-71 the average partici- 
pation rate of illiterate women was 16%, the rate for women with 
secondary education was 26.7%, and the rate for women with univer- 
sity education was 40. 2%. 


In 1961 it was found that 51.6% of divorced women were economi- 
cally active, while the rates were 21.7% for single women, 18. 8% 
for widows, 13. 3% for married women and only 8, 7% for women liv- 
ing in common law unfons, Although part of the differences can be 
explained by age (widews for example are on average much older), 
much of the difference is due to differences in the economic neces- 
sity of the different groups and to different cultural values. 


The concept of a demand for female labor, Traditionally the de- 
mand for labor is analyzed in terms of skill or educational levels, 
with the implicit assumption that male and female labor are freely 
interchangeable. Recent studies have shown, however, that social 
customs, institutional pressures and even labor legislation have 
meant that in practice a very large number of jobs are reserved ex- 
clusively or largely for either males or females. This ''sex-labeling"' 
of occupations can be clearly observed in Venezuela, An analysis of 
the censuses of 1941, 1950 and 1961 (the appropriate 1971 figures are 
not yet available) shows that in every case at least 70% of women 
worked in occupations where women were overrepresented, In none 
of the three censuses did women form more than 18.7% of the labor 
force, but in each census at least 60% of women worked in occupations 
where women represented over 40% of the labor force, and at least 
36% in occupations where women represented over 76% of the labor 
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force, There has been a slight tendency for this concentration to 
decrease over time: if "female occupations" are defined as those in 
which women formed 30% or more of the work force, the annual rate 
of increase of female workers in such jobs was 3. 85% from 1950 to 
1971 compared to 4, 2% for all female workers. 


Whether the supply of women seeking work grew faster than the 
demand for female labor cannot be inferred from changes in the num- 
bers employed. It depends on the unknown factor of how many of the 
growing potential supply of females actually wanted employment. In 
the United States the effect of a rapid growth of such a demand has 
been to increase the proportion of married women and women with 
young children who are working. Unfortunately Venezuelan census 
data do not supply this type of detail, Breakdowns between civil 
status and employment were only included in 1961 and 1971, and none 
of the censuses publish breakdowns between numbers of children and 
employment. Between 1960 and 1970 the labor force participation 
rate for married women increased from 13. 3% to 16. 84%, and mar- 


ried women's share of the female labor force increased from 21, 85% 
to 24. 16%. 


The Effects of Higher Levels of Female 
Education on Employment and Wages 








Between 1950 and 1970 there was dramatic decrease in female 
illiteracy from 55,1 to 21. 2 percent, while rates of female school 
attendance more than doubled and the proportion of women with at 
least one year of secondary education rose from 1. 8 to 14, 2 percent, 
Over this period the gap between male and female educational levels 
was very substantially reduced. 


Analysis of recent manpower statistics in Venezuela shows a very 
clear relationship between educational attainment and labor force 
participation, A woman with university education is almost 3 times 
as likely to be employed as a woman with less than 4 years of primary 
education, At least three factors explain this relationship. Firstly 
there is a strong relation between educational level and expected earn- 
ings. The average salary of a woman with university education was 
6.91 times higher than the average for a woman with no education, 

It is interesting to note that the corresponding ratio for males is only 
3.76. Secondly, most studies have shown a strong relationship be- 
tween fertility and employment, The fact that the more educated 
women have less children makes it easier for them to work outside 
the home, Thirdly, there is the relationship between education and 
motivation to work, The results of interviews conducted by CELADE 
in Caracas in 1963-64 indicated that 45% of the women with 12 or more 
years of education approved of women working outside the home, The 
proportion was only 36.5% for women with 7-11 years of education and 





fell to 22, 1% for women with only 1-3 years of education, Thus, it is 
reasonable to conclude that the improving levels of educational attain- 


ment have been one of the principal causes of the increasing female 
labor force participation in Venezuela. 


The Effects of Employment 
on the Status of Women 








To understand the implications of the results presented above, cer- 
tain characteristics of the social and economic structure of Venezuela 
must be kept in mind. Perhaps the most important point to stress is 
that the Venezuelan economy continues to have a high level of labor 
under-utilization. The magnitude of this under-utilization is not ade- 
quately reflected in published statistics as they only examine open un- 
employment. The Centro de Estudios Sociales (1972) has estimated 
that as much as 25% of the low-income labor force in Venezuelan cit- 
ies is under-utilized, either through open unemployment or through 
the various forms of underemployment. It is also speculated that one 


of the reasons why the female participation rate is not higher is be- 
cause of lack of job opportunities. Studies in Colombia, Peru and 
Chile have shown that there are very large numbers of women who 
would like to work but who are not actively seeking a job as they do 
not perceive any possibility of finding one. It appears likely that 
there is in Venezuela a very large number of women whose work po- 


tential is being under-utilized, and who would willingly take up em- 
ployment if the possibility arose. There seems to be little or no 
pressure to increase female wages to attract more women to work, 


A second general point to stress is that the effects of educational 
changes and particularly employment changes are completely differ- 
ent for relatively skilled middle-class women than they are for un- 
skilled women from low-income families. Whereas both educational 
and employment changes have almost certainly improved the status of 
middle-class women, it is much less clear how these changes have 
affected the poorer groups. Finally, most of the women in Venezuela 
are seeking work in a social context where the role of women is still 
governed by very traditional attitudes, and where many of the major 
decisions on whether a woman should work — decisions both in the 
place of employment and in the household — are made by men, 


Although the proportion of women who work has increased steadily 
over the past 20 years (with the exception of very young and very old 
workers), there has been no reduction in the difference between 
average male and average female earnings, It was found that in both 
1961 and 1971, the average male was earning about 60% more than the 
average female. This is true even though males only worked on 
average about 2 hours more a week than females, A major reason 
for this continuing difference in wage levels is probably a large pool 





of surplus female labor. When large numbers of women would be 
glad to work at present wage levels if a job was available, the female 
labor force can increase without the payment of higher wages. 


Increasing female employment does not seem to have increased the 
range of occupations open to women, Female workers are as highly 
concentrated in a limited range of occupations as they were 30 years 
ago. (Venezuelan labor statistics only present breakdowns for about 
50 categories, so that if greater detail were available one might find 
some changes.) Analysis of female employment patterns shows that 
the occupations where female employment is increasing most rapidly 
are those where female salaries have increased least, both in abso- 
lute terms and relative to male salaries. Spearman's Rank Corre- 
lation gives a value of -. 786 for the relation between rate of increase 
of employment and rate of increase of salaries for female workers. 
This finding is consistent with the hypothesis of surplus labor in the 
socially determined ''female occupations, "' 


Given the existence of surplus female labor, women are much less 
unionized than men and it is more difficult for them to fight for im- 
provements in absolute and relative wages. It would seem that in 
those industries where female wages have risen, employers have 
been less willing to hire women so that women who wished to work 
have been forced into those occupations where wages are relatively 


lower —predominantly in services and trade. Many of the salary 
increases for female workers have not been produced by supply and 
demand or by unions but by outside pressures such as labor legisla- 
tion, These forced wage increases, without the strong demand for 
female labor, may often have the opposite effect to that which was 
intended and in fact reduce the number of women working in the 
affected industries. This phenomenon seems to be occurring in 
Venezuela at the present time. New labor legislation has substan- 
tially increased both the absolute and relative cost of employing 
female labor in many sectors of the economy. The result, at least 
in the short run, seems to have been a reduction in the demand for 
female labor in those industries. As noted earlier, the proportion 


of women working in manufacturing has decreased sharply over the 
last 30 years, 


Class Position and the Meaning of Employment 





Entry into the labor force has very different effects on the middle- 
class woman and on the unskilled working-class woman, About 40% 
of university educated women are economically active. Their in- 
fluence is particularly strong in the public sector of the economy. 
Perhaps for these women, employment is an important factor in self- 
realization and in improving their overall status in society. A key 
factor in permitting this high participation rate is the relatively 





abundant supply of domestic labor which enables the woman to main- 
tain her dual role as mother and worker. It is perhaps ironic that 
labor legislation designed to improve the economic status of low-in- 
come women might, through reducing the supply of cheap domestic 
labor, reduce labor force participation of middle-class women, 


Experience from the employment programs and from available 
studies suggests that among low-income groups the majority of women 
seek work through sheer economic necessity rather than through posi- 
tive desires to work, It seems to be the case that in low-income fam- 
ilies relatively few women work when there is a man present, 


Women in common-law unions, the lowest income group, havea 
labor force participation rate about half of that for married women, 
Observation suggests that the common-law wife is concerned that if 
she went out to work she might lose her man, As she is more con- 
cerned with economic survival than with economic mobility, she pre- 
fers to accept the low standard of living which the man's income pro- 
vides, rather than trying to increase earnings and perhaps placing the 
union in jeopardy. If the common-law union does break up then the 
woman is very likely to be forced to work, 


In Venezuela there is virtually no type of social security system 
to protect the unemployed (except in the form of a fixed sum which 
workers are paid when they leave or are fired from a company), nor 
is there any financial assistance available to a mother who has been 
left by her companion, It is almost impossible for her to oblige the 
father of her children to pay for their maintenance, It was estimated 
by the authors that in the Caracas barrios as much as 25% of the house- 
holds have a woman who is the effective head of household, at least 
during certain periods of time. For this large group of unmarried 
mothers work is very much of an economic necessity, and not a source 
of satisfaction or self-realization. 


The results of the experimental employment programs illustrate 
in concrete terms the ways in which the work situation can humiliate 
the low-income mother. Many employers prefer not to hire women 
who have children, A mother will often not tell the employer she has 
a child for fear of not getting a job, and she cannot enjoy the benefit 
of the child care centers that the law requires employers to provide. 
When the child gets sick and the mother has to take time off from work, 
she will often pretend that she herself is sick, or will invent some 
other excuse, This will get her the reputation of either being very 
irresponsible or of being unhealthy. 


The situation of the working mother is further aggravated by the 
fact that most companies ignore the labor legislation which requires 
them to provide child-care facilities if they employ more thana 





certain number of women, The most common reason the companies 
give is that none of the workers have ever asked them to provide these 
facilities. Labor surplus also means that employers can be very 
selective about whom they hire, Quite a few employers, for example, 
reject women who are dark skinned. Employers are also quick to fire 
women whom they do not like, as they know there are usually other 
people waiting for the job. 


The cumulative effect of these factors is that the poorest female 
workers must enter the labor market with very limited institutional 
protection from unions and labor legislation. They must compete with 
large numbers of other women for the available "female" jobs. If it 
were possible to develop social security systems for unmarried 
mothers so they would not have to work, this could be a major con- 
tribution to their status. These women should be helped to work if 
they wish to, but we must not fall into the assumption that higher levels 
of labor force participation automatically mean that the status of wom- 
en is improving. 


[ Extracted from an unpublished 
paper presented to the Eighth World 
Congress of the Committee on Fam- 
ily Research, International Socio- 


logical Association, August 1974, ] 





Women and the Chinese 
Revolution 


Katie Curtin 


[ The Chinese revolution has brought about great changes in the status 
of women in comparison with their previous subordinate position, 
Gains are found in their rights to free choice in marriage and in their 
participation in the work force and educational levels, But each of 
these gains is limited in certain respects, and all have been subject 
to shifting policies reflecting changes in the regime's priorities. ] 


Women's Position in the 
Old Society 








It has been noted that Confucius, whose epigrams 
codified the ethics of imperial China, had not one 
favorable word for women, In traditional China it 
was said that women passed through three ages: In 
the first she was under the authority of the father, 
then under her husband, and finally, if he died, she 
was subject to her son. Female infanticide was 
practiced, especially among the lower classes: not 
only was a female child an expense to raise, but 
later she needed a dowry to marry, and her most 
productive years were devoted to the service not of 
her own but of her husband's family. The binding of 
women's feet, introduced throughout China in the 
tenth century, was seen as a mark of gentility and 
was most prevalent among the upper classes. Mar- 
riages were not based on love or mutual consent but 
were arranged by the parents through match-makers. 
A woman's role in life was to bear a male child in 
order to perpetuate the family namg. While the man 

. could take additional wives, a woman could only have 
one husband, and widows were not allowed to remarry. 
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Some (male) writers have claimed that rather than being chattels, 
Chinese women really held the power. Dr. Hu Shih, for example, 
wrote that women had always been the greatest despots of the family 
and that no other country could compete with China for its number 
of henpecked husbands. While Chinese women in their capacities as 
mothers and mothers-in-law did hold some power, this was only over 
the younger women of the family; all the women still remained subor- 
dinate to the men. Occasionally a very strong woman would gain con- 
siderable control in her family, including over male members. But 
the real levers of power were held by the men in the patriarchal 
clan institutions of the village and in the government bureaucracy. 
Women lacked legal and property rights and their only political in- 
fluence lay in their ability to manipulate kinsmen, 


This pattern continued to prevail for the great majority of the peo- 
ple up to the revolution in 1949, In the large cities changes had be- 
gun to occur with some women working in industry, some receiving 
education, and (after 1931) new legal rights vis-a-vis marriage and 
divorce; but in practice only a small minority of women were affected 
by these changes. 


CCP Policy toward Women 
after the Revolution 








The Chinese Communist Party's civil war with Chiang Kai-Shek 
ended in October 1949 with a CCP victory and the proclamation of the 
People's Republic of China in Peking. Mao and his associates stood 
at the head of a vast mass movement that they sought to channel into 
the building of a 'New Democratic" China, This deferred indefinitely 
socialist measures such as nationalization of industry. But profound 
reforms of the old system were begun immediately. The China Demo- 
cratic Women's Federation was set up at this time with the dual re- 
sponsibility of implementing government policy toward women and of 
bringing to the government's attention complaints by women when the 
approved reforms were not being implemented. In 1949 the federa- 
tion had 20 million members and was to grow to 76 million by 1956. 


Women were given the right to vote. Prostitution and female in- 
fanticide were prohibited, and to a large extent abolished in practice. 
The new marriage laws gave women their rights to property, inher- 
itance, and free choice in marriage, divorce, and custody of children. 
Concubinage was forbidden, although no action was taken on this un- 
less one of the women involved complained, The Chinese government 
reported that with the beginning of land reform, 60 million women 
acquired land equality with men in central and eastern China alone, 


The CCP sought to consolidate its new power by energetically seek- 
ing to uproot the potentially hostile structures of the village clan 





elders and the patriarchal family system, It encouraged women to 
attack the traditional family system and to organize against their 
oppression, under the leadership of the CCP. From 1950 to 1953 the 
CCP launched a mass campaign to enforce the new marriage laws. 
Propaganda exhibitions, leaflets, pictorial handbooks understandable 
to the mass of illiterate people, and plays conveyed the message to 
the countryside. Stories in the press dwelt continuously on the theme 
of progressive children versus their backward parents. Some 3,5 
million CCP cadres were given training courses in the new laws. In 
Honan province, of the 240 theater groups set up in 1952, 25 percent 


of the plays performed centered around the marriage laws and how to 
deal with family conflicts. 


Women met deep resistance to their fight for equality from the 
peasant males. Old traditions clung tenaciously, and the laws were 
often opposed or subverted by husbands, including party cadres. Males 
often resented the undermining of their authority in both the family and 
the village community. Divorce might run against their economic in- 
terests, for through it they lost a wife who provided domestic labor 
and her property as well. Some older women felt threatened by the 
freedom of choice in marriage, as it undermined their control over 
their daughters and daughter-in-law, the one small share of power 
they were familiar with in the old society. There were many cases 
where women activists who were sent to villages to introduce the new 
laws were murdered by peasant men. Some women were killed by 
their fathers for defying traditional customs, A major obstacle was 
the refusal of lower-level male party cadres, who were now the main 
political power at the local level, to implement the marriage laws. 


The first big campaigns, pushed forward by women activists, made 
significant inroads in eliminating the power of the old patriarchal fam- 
ily and replacing it with the norms of a modern bourgeois-democratic 
society. The tempestuous change of the first years after liberation 
was not maintained, however. In 1953, the CCP hierarchy decided to 
scrap the ''New Democracy" program and move to adopt socialist mea- 
sures, It was in this year that the First Five-Year Plan was put into 
effect, marking the break with capitalism, But once the capitalist 
threat was past, the CCP ordered a retrenchment in the women's move- 
ment. Having consolidated its power and broken the hold of the precap- 
italist village structures, the CCP sought stability and saw a militant 
women's movement as disruptive of this goal, 


The new line adopted in 1953 was that women's liberation was com- 
pleted and no longer required independent struggles by women, This 
position was summed up by an article entitled 'How Should Family 
Women Better Serve Socialist Reconstruction, '' in the October 1955 
issue of the Peking magazine Hsin Chung-Kuo fu-nu (New China's 
Women): ''The new Constitution has guaranteed women's equality with 








men in political, economic, cultural, social, and family interest, 
and the state has come to protect women's rights in marriage, in 
the family, in motherhood, and in the welfare of children. Hence- 
forth, women no longer need to initiate a militant struggle for such 
things. '' Women's political role was downplayed and an increasing 
emphasis was placed on mobilizing women for economic production, 
combined with appeals to women to perform their family duties well. 
The struggle for production quotas became primary. This led toa 
certain reassertion of traditional patterns in the rural areas, With 
the Great Leap Forward in the fall of 1958 there was some reversal 
of the attitude towards divorce and the family, but this trend did not 
continue after the failure of the Great Leap policies. 


When Jan Myrdal, a Swedish journalist sympathetic to Maoism, 
questioned some villagers in 1962 on the question of divorce he was 
told: ''But that [ divorce] is a thing of the past. If there are child- 
ren, people think it is immoral and wicked to leave them, Even if 
the marriage is childless, people still consider divorce immoral, 
because now people can choose whom they will marry, they will have 
chosen each other and should put up with the consequences, One can 
always adopt a child. If in spite of all this, they still want a divorce 
the various organizations, the party, the League of Youth, the wom- 
en's group, try to instruct them and explain what is the decent thing 
to do and the one consistent with socialist morality. If they persist, 
the matter is taken up by the mediation committee of the people's 
commune which goes into it thoroughly with them and explains to 
them why they ought not divorce but live together and agree, If after 
all this they refuse to give in and still want a divorce, they are of 
course entitled to go to the court in Yenan and start proceedings for 
divorce; but that has not happened in Liu Ling, nor have any divorces 
been heard of in many years for it is a long time now since women 
were granted equality and marriages have been entered into equally, " 


This overwhelming social pressure against divorce hits women 
more severely than men, because many women are caught in oppres- 
sive relationships with husbands who are still steeped in the patri- 
archal tradition, The Cultural Revolution, with its upheaval within 
the bureaucracy, brought some renewed criticism of the continuing 
patriarchal structure of the family. But its only lasting impact 
appears to have been in an improvement in women's pay scales in 
relation to men, The organized opposition to divorce remains, 


Women and Education 





Equal education, while not necessarily guaranteeing equality in 
other spheres, certainly is a very important prerequisite for Chi- 
nese women's advancement in the political and economic life of the 
country. The CCP was faced with a massive problem of illiteracy, 





particularly among women, A sample survey in the nine counties of 
Szechuan province in South China in 1942 and 1943 showed 48 percent 

of the men to be literate, but only 19 percent of the women, After 

1949, mass literacy campaigns were launched to combat this problem, 
In 1950 in the Shanghai textile factories, where a majority of the em- 
ployees are women, 170 literacy groups were organized with a total 
membership of 9,000. In the cities of Darien and Port Arthur, out of 
9,115 illiterate women workers in 1951, some 94.5 percent partici- 
pated in literacy programs. In 1958 more than 16 million women passed 
their literacy tests. I have found no recent figures on the extent of pre- 
sent illiteracy. Undoubtedly this still remains a problem, but it is 
clear that a significant effort has been made with impressive results, 


The proportion of women in schools increased from 25 percent in 
1949 to 30 percent in 1958 at the primary level, from 20 to 31 percent 
at the technical middle-school level, and from 18 percent to 23 per- 
cent in the institutions of higher learning. Over nine years, however, 
increases which range from 5 percent to 11 percent are not dramatic. 
Schooling as a whole, particularly college level, was drastically cur- 
tailed during both the Great Leap Forward and again during the Cult- 
ural Revolution, the two high tides of distinctly Maoist policy. The 
results, while not aimed at women especially, were to greatly reduce 
educational opportunities for all Chinese youth. Ross Terrill, the 
Australian China scholar and Labor Party spokesman, visited China 
in the summer of 1971. He reported: 


"After two or three years without classes, many universities began 
again last fall with a small, handpicked enrollment. At Peking Uni- 
versity. . . where there used to be 9,000 students, the new class of 
September, 1970, numbered 2,667....An astonishing number of the 
new students are members of the Party or the Communist Youth League. 
At Sun Yat-sen University in Canton, for instance, 229 of the 547 stu- 
dents are Chinese Communist Party and another 240 are CYL members, "' 
While there are no figures on the percentage of women students among 
the reduced enrollment, female membership in the CCP has never been 
anywhere near proportional to the population. 


Even today, the traditional family roles women are expected to play 
begin early to eliminate them from the road to higher education, It 
_ would be completely wrong, of course, to impose on China the same 
demands and expectations that the women's movement raises in the 
industrially advanced countries. But equally wrong is the tendency 
of many Western visitors to leave their critical faculties behind when 
they visit China. The Maoist regime has presided over many profound 
and important gains for women, But the CCP's conscious policy has 
often been aimed at subordinating women's demands to considerations 
of party discipline, placation of backward tendencies, privileges for 
the administrative hierarchy, and an undisguised sympathy of the 





regime for the "bourgeois" family while opposing the horrors of pre- 
capitalist oppression of women, 


Women and the Work Force 





The CCP stresses in its claims that the emancipation of Chinese 
women has essentially accomplished the integration of women into 
the productive life of the nation, The fact is that there has not been 
a steady climb in the number of working women; rather, this has 
varied according to the rate of economic growth, the priorities of 
various sectors of the economy, and the shifting economic policies 
between factions in the leadership. When the regime is seeking a 
rapid increase in productivity through a mobilization of labor power, 
it praises the liberating effects of being a working woman, When it 
cannot absorb women into production, however, it glorifies the home. 


The existing statistics on women workers in China are scanty and 
can be misleading. For example, between 1949 and 1957 the num- 
ber of women employed by industry rose from 500, 000 to 3 million, 
In the same period, however, the overall population grew by some 
2 percent a year and the spread of industrialization added male as 
well as female workers to the labor force. As a proportion of the 
total number of workers in industry the increase for women was only 
2 percent, from 15 percent in 1949 to 17 percent in 1957. 


Before 1949 there was a relatively high concentration of women 
working in the light industries, such as textiles, Under the CCP 
regime they began to enter new areas of work. In the cities of Darien 
and Port Arthur in 1951, for instance, there were 1,196 women in 
35 kinds of technical and skilled jobs in heavy industry, including 
operating lathes, repairing ships, and metal casting. Women pro- 
fessors, lecturers, and assistant professors soared from 2,319 in 
1949 to 11, 207 in 1957. The proportion of women in medicine and 
engineering is much higher in China than in the advanced capitalist 
nations. In 1960, 42 percent of the medical students and 17 percent 
of the engineering students were women, By 1956, women consti- 
tuted 25 percent of the railway workers and there were many stories 
in the press about women locomotive drivers. Women were brought 
into the militia. In 1957, China had a squadron of jet fighters run 
entirely by women, 


In agriculture it is hard to estimate the actual increase in labor 
done by women, because of the lack of statistics. A survey by John 
Lossing Buck for the period 1929-33 showed that women made up 
only 25, 36 percent of the rural labor force engaged in farm and siub- 
sidiary work:(this did not include housework). By 1955 women 
accounted for 45, 2 percent of those employed in the cooperative farms, 
and in 1957, while this figure had dropped to 43.3 percent, the total 
number of peasants in cooperatives had grown drastically. 
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Woman's integration into the work force is crucial in giving her 
economic independence and in increasing her status and range of 
choices. However, the liberating effect of productive work can be 
sharply curtailed if it is not accompanied by adequate day-care and 
communal facilities, relieving women of their domestic duties. On 
this score the CCP has made more progress than previous govern- 
ments; but this is clearly not a top priority. The lack of such facili- 
ties has been a major stumbling block to women's equal participation 
in the labor force. The impressive percentage of women employees in 
in the cooperatives, for example, does not take into account the fewer 
number of days that women work because of their household respon- 
sibilities or the lower pay they receive for their labor. 


The regime made an auspicious beginning in organizing child-care 
facilities. By 1951, the number of nurseries in the cities had in- 
creased ninefold since the CCP took power, with more than 15, 700 
nurseries, kindergartens, and other types of child-care centers, pro- 
viding for some 520,000 children. For agricultural workers there 
were seasonal nursery units that looked after 800, 000 children during 
the busy farming periods. But there are roughly 100 million young 
children in China, so this catered to less than 2 percent of the needs, 
And in the years of rapid economic growth that followed, day-care 
facilities in the urban areas actually decreased, Jen-min jih-pao re- 
ported on August 5, 1965, that only 165,000 children were under care 
in the urban areas, as compared to the 1951 figure of 520, 000. 





The acute need for labor precipitated by the Great Leap Forward 
policies at the end of 1958 forced the Communist Party to come to 
grips with the problem of women's domestic labor and the shortage of 
day-care facilities. A radical attempt was made to communalize liv- 
ing, through mess halls, nurseries, and kindergartens. By 1960, it 
was claimed that in the rural communes 80 percent of all preschool 
children were being taken care of. In the cities it was reported that 
there was a fiftyfold increase between 1957 and 1958 in kindergartens, 
taking care of 25.5 million children. Forty-seven million children 
were supposed to be under care of permanent child-care organizations, 


One measure of the increased rural labor was in the number of days 


worked per year. Under the old regime the actual number of days 
worked per year was, as in any peasant economy, rather low com- 
pared to an industrial worker. Moseley gives the figures of 172 days 
per year for the average peasant in the 1920s, compared with 250 days 
per year in 1956. Schran, using only official statistical sources, re- 
ports that the number of work days jumped from 204 for men and 105 
for women in 1957 in the advanced cooperatives (this leaves out time 
spent on private plots, which were initially abolished by the communes) 
to 336 days for men and 300 for women in the communes in 1958-59. 





The drastic changes attempted in the countryside in the Great 
Leap period led to de facto sit-down strikes that paralyzed the econ- 
omy and led to three years of terrible harvests. Women were par- 
ticularly hard hit by the resulting economic dislocation and decrease 
of production, being the first to be released from work, Communal 
eating facilities and day-care centers were disbanded, The burden 
of domestic work was once again left up to the individual woman, 


The percentage of women in industry declined from 17 percent in 
1959 to 15 percent in 1966, 


While the Cultural Revolution reemphasized the need for women 
to work outside the home, Janet Salaff, a professor at the University 
of Toronto, estimates that by 1972 the proportion of women workers 
in industry had only reached the 1957 level of 17 percent. Child care 
still remains very limited. K.S. Karol was told in 1965 by the dir- 
ector of the Department of Women that nurseries and schools for all, 
even for a few hours per day, would not be achieved for twenty years. 
Equal participation in doing housework, urged during the Cultural 
Revolution, was never a solution, The household tasks are still per- 
formed by those who have always performed them, the older daugh- 
ter, wife, and mother-in-law. The older daughter participates in 
field labor only after the housework is done. After marriage, women 


are under social pressure to bear children and perform the house- 
hold chores. 


Wages in industry, which affect only a small minority of Chinese 
women, are relatively equal between the sexes, In the communes, 
however, women receive fewer work points than men because they 
have to do housework, which is unpaid, In 1971 the West German 
scholar Klaus Mehnert spent some time at Tachai, the model pro- 
duction brigade visited each year by millions of Chinese peasants as 
the example to strive after in their own localities. He noted that 
there were ten pay categories at Tachai, ranging from ten work points 
a day for a strong man to seven for the most productive single wom- 
an, to six-and-a-half for a married woman, The weak or the unpro- 
ductive are paid less. The differences were quite substantial. A 
man in the top category received 450 yuan per year (US$180) compared 
to 300 (US$120) for the top female wage earners. He questioned two 
of the women leaders at Tachai on this discrepancy. "But a married 
woman devotes much of her working energy to her family, '' they 
answered, ''Those are individual chores. Should the collective have 
to pay for work not done in the service of the collective?" 


In general women are concentrated in the low paying jobs. In 


agriculture they perform the lighter farm work, which has less pres- 
tige and pay. 





Women in Management 





The most extensive report on the administrative structure of Chi- 
nese industry is the work done by Canadian management consultant 
Barry M,. Richman after a two-month investigation at thirty-five ma- 
jor Chinese factories in May and June of 1966, He had previously 
conducted a similar survey of sixteen factories in the Soviet Union 
and his direct comparisons add interest to his Chinese observations. 
Richman, while in the Soviet Union, observed that: ''Women consti- 
tuted 45 percent of all managers and staff specialists at Soviet indus- 
trial enterprises in the 1950s, but only 12 percent of the top manage- 
ment positions in Soviet enterprises of all types were held by women, 
He adds, ''I did not come across any in Chinese industry.... I was 
introduced to six or seven female vice directors — out of a total of 
about eighty or ninety —in Chinese industry, and only one of them was 
employed by a heavy-industry plant, "' 


He summed up his observations: ''Roughly 15 percent of the depart- 
ment heads and 10 percent of the workshop directors whom I encoun- 
tered in Chinese industry were female. Most of these women managers 
were employed by consumer-goods producers. In general, the pro- 
portion of female lower-level managers, particularly floor foremen 
or group leaders, was substantially higher than higher-level female 
managers. In some light-industry firms 50 percent or more of the 
lower-level managers were female, and in a few cases the vast ma- 


jority of the group leaders were women, In general, there seem to 

be ample opportunities for female employees to become lower-level 
managers in Chinese industry, and fairly numerous opportunities to 
make it to the middle-management level. As a female approaches the 
top ranges of the executive hierarchy, however, there seem _ to be sub- 
stantially fewer opportunities for promotion, "' 


Women in Politics 





In the first years of the Maoist regime, a big drive was launched 
to involve women in the political life of China. At the lower levels, 
women's involvement in political activities increased dramatically. 
Of the local deputies of the People's Congress, women composed 10 
percent in 1951, increasing to 20 percent by 1956. Women occupied 
from 10 to 15 percent of the posts of committee member, chairman, 
or vice-chairman of the peasant associations, There were some 
women deputy directors or even full directors, in two-thirds of the 
Agricultural Producers' Cooperatives throughout the country in 1957, 
In 1951, women comprised 8 percent of the lower level functionaries; 
by 1955 this had risen to 14.5 percent. They played a decisive role 
in the residents committees in urban centers, although these had 


rather limited responsibilities, looking after sanitation, welfare work, 
culture, and recreation, 





The changes have been dramatic, although we should not lose sight 
of the fact that the CCP invites participation in politics only on the 
condition that there is unquestioning agreement with its policies. 
Even within the framework of the politics of the ruling bureaucratic 
caste, the position of politically conformist women has not been a 
steady upward advance, In the early part of 1958 there was retrench-’ 
ment in the ranks of urban cadres (this was repeated in the second 
Maoist high tide in the Cultural Revolution), Many were dismissed 
and it was the women who were more likely to be let go. The Com- 
munist Party sought to mobilize women into the labor force during 
the Great Leap Forward, but it did not encourage women to take on 
political responsibilities. 


With the shakeup of the bureaucracy during the Cultural Revolu- 
tion and Mao's use of mass forces to destroy opposition with the party, 
a new drive was opened to bring women under the CCP's political in- 
fluence and to push back the contrary pressures of the family that 
had been encouraged by Liu Shao-ch'i, Women were urged to use 
Mao's works to criticize domineering family members such as par- 
ents-in-law or husbands. More women assumed rural leadership 
positions. But women still remained very much in the minority in 
political organizations.’ In one district of Anhwei province, which 
was singled out for public praise for the number of women appointed 
to political positions, only 10 percent of the membership of the Rev- 
olutionary Committees were women! Janet Salaff estimates that the 
proportion of women in the CCP has not changed greatly since 1959, 
when women were only 10 percent of its membership, 


In the higher echelons of power the position of women has hardly 
changed from the fifties, and women remain an insignificant minor- 
ity. In 1969, at the Ninth Congress of the CCP, only 8 percent of 
the full and alternate members elected to the Central Committee 
were women, Two women were on the Political Bureau, and none 
on the all-powerful Political Bureau Standing Committee where the 
most important decisions are made. The two women on the Political 
Bureau after 1969, Chiang Ching and Yeh Chun, were never inde- 
pendent political figures but rose to power through their marriages 
with Mao Tse-tung and Lin Piao. Wang Kuang-mei, another impor- 
tant political figure, saw her career rise and fall with that of her 
husband, Liu Shao-ch'i, The purge of Lin Piao in September 1971 
led to the downfall of Yeh Chun as well, leaving only Chiang Ching 
near the top. At the Tenth Party Congress in August 1973 there 
were still no women elected to the Political Bureau Standing 
Committee. 


Birth Control 





_ The official thinking on birth control has almost never been ex- 
pressed in direct statements and proclamations. Nevertheless, 
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some very definite trends can be noted. Birth control was ignored 
in the first few years of CCP power. Population growth, it was said, 
was not a problem, It seems that the situation even deteriorated in 
these years. An editorial in the Peking Kuang jih pao in August 1956 
reported that in some pharmaceutical plants the production of contra- 
ceptives had been stopped. It also noted that drug stores would 
neither sell nor show contraceptives to women, 





The spiraling population growth prompted a change in policy in 1956 
and a mass birth-control campaign was launched, The Ministry of 
Health demanded that medical and public health organizations at var- 
ious levels assume the burden of informing people about contracep- 
tives, and that provincial and municipal departments train groups to 
give such guidance, Abortion was also favored as a technique of birth 
control, Abortion and sterilization both became easily available in 
the years 1956-57. In May 1958, the birth-control campaign was 
abruptly called off. The CCP in its Great Leap Forward policy con- 
tradictorily called on women both to participate fully in the labor force 
and at the same time to reproduce at a heightened rate. It was argued 
that the strength and wealth of China lay in its population. Abortion 


and sterilization were discouraged, although still permitted on the ad- 
vice of a doctor. 


With the failure of the Great Leap Forward a renewed effort was 
begun to disseminate birth-control information and devices. Except 


for a brief period during the Cultural Revolution, the Chinese govern- 
ment's policy toward birth control has remained favorable. To get 
birth control now, a woman has only to call at the village clinic and 
she is given a free supply of pills or other devices, A great deal of 
research has gone into finding safe, simple methods of contraception 
that can be dispensed by lower-level health personnel, 


[ Extracted from 'Women and the 
Chinese Revolution, "' International 
Socialist Review, March 1974, Vol. 
35, No. 3, pp. 8-35. New York: 
International Socialist Review Pub- 
lishing Association, Copyright ©, 
International Socialist Review. ] 
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THE SIZE AND RAPIDITY OF CHANGES IN VALUES 
AMONG THE MOST IMPORTANT WORLD CURRENCIES IN THE 
LAST TWO YEARS ARE ILLUSTRATED IN THE GRAPH. PER- 
CENTAGE CHANGES ARE BASED ON THE FOLLOWING VALUES 
FOR EXCHANGE RATES IN U.S, CENTS IN NEW YORK ON THE 
FOLLOWING DATES: 


Germany France Britain Japan 








mark franc pound 100yen 
May 7, 1973 35. 06 21.92 249. 15 37. 68 
July 6, 1973 .44, 30 26. 13 256, 00 38, 25 
January 7, 1974 34, 70 20,12 222. 80 33, 33 


May 10, 1974 41, 38 20. 67 243, 05 36. 03 


September 6, 1974 37.44 20. 72 231. 09 33.05 


February 28, 1975 43.93 24. 01 243, 05 34,92 


May 12, 1975 42, 89 24, 72 230. 70 34, 32 





The Evolving Monetary System 


C. Jeremy Morse 


{ The Committee of Twenty (abbreviated here to C-20), composed of 
finance officials from around the world, was organized by the Inter- 
national Monetary Fund (IMF) in 1972 to develop proposals for reform 
in the world system of international payments, exchange rates and fi- 
nancial reserves. For background discussion of monetary reform 
see Development Digest of April 1973, pp. 41-74. ] 





The evolving monetary system will be the child of 
the reform discussion and of events: which parent will 
be dominant, time alone will show. 


The story of the C-20 phase can be briefly told. We 
set out in September 1972 to consolidate much earlier 
work and to build, as at Bretton Woods, a complete de- 
sign for an international monetary system that would 
last for 25 years. This effort was envisaged to take 
about two years: in the first year, the establishment 
and resolution of the main issues; in the second year, 
the working out of detail and the translation of it all 
into legal form by way of amendments to the Articles 
of Agreement of the IMF. 


The first big wave to hit us was the double-headed 
exchange crisis of February/March 1973 which broke 
the fixed exchange rates restored at the Smithsonian 
meeting in December 1971. Having weathered that, 
we went fast, and by the end of that summer we had an 
outline which did indeed set out all the main issues. 
However, after a promising meeting in July, the C-20 
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decided in Nairobi in September 1973 that it would not resolve these 
issues. Instead, the Deputies were asked to go on and work out the 
detail for the unresolved alternatives, in the hope that this would make 
resolution easier. Then the second, and more unexpected, wave hit 
us —the towering rise in oil prices with its threatened disturbance of 
the whole balance of payments structure. The C-20 meeting in Jan- 
uary 1974, in Rome, changed tack. Recognizing that the return to par 
values and all that goes with it was likely to be delayed, they decided 
to switch to a more evolutionary process of reform, and to concen- 
trate now on those aspects that were most relevant to the present sit- 
uation. So, since then, the Deputies have collected their work on the 
reformed system, principles, and details into a final version of the 
Outline, which still leaves some issues open for later decisions; and 
have also prepared a package of proposals for immediate steps to 
deal with current problems and to give the evolution a starting push, 
The C-20 concluded its work in June 1974, 


Why was the original aim of a complete design of reform not 
achieved? I have already mentioned some events which affected the 
course of the negotiation, the breakdown of fixed rates and the rise 
in oil prices, But, despite these events, it would still have been pos- 
sible to complete the design now for later implementation, This was 
done at Bretton Woods: many features of the system designed there 
were not brought into effect for five or ten or even more years, I 


would cite two other factors that have played a part in slowing our 
work, 


One is inflation. We are going to need books about inflation in the 
period ahead, not paragraphs. For many observers of the internat- 
ional monetary scene, but not for all, it is intuitive that high levels 
of inflation make it hard to maintain par values (i.e. officially fixed 
exchange rates) or, more generally, a fully structured international 
system, Par values depend on a reasonable degree of confidence, 
on the part of governments as well as the market, that rates will re- 
main reasonably stable over a reasonable period. Inflation brings 
uncertainty. It is theoretically possible that rates of inflation, though 
high, will be at much the same level in different countries or that 
differentials, if they occur, will be equilibrating. But neither govern- 
ments nor markets can be confident of this. 


The second factor is what is loosely called "lack of political will, "' 
This needs some analysis. There has been no lack of competence: 
such tactical errors as may have been made have not been critical. 
Equally, there has been no lack of courtesy, or of the understanding 
of the interests of others which is the basis for courtesy. What has 
been insufficient at times —and needs constant fostering —is the 
will to active cooperation, which is a powerful motive in business 
life and which is the mainspring of private life. By this 1 mean the 





will to agree and do things together in the common interest even 
though they may not be precisely what any of the parties would have 
chosen, and the will to help or accommodate others in the expecta- 
tion of receiving similar help or accommodation in future. The fact 
that, since the time of Bretton Woods, political power has become 
more equally spread among the members of the Fund means that 
there is a correspondingly greater need, and more widespread re- 
sponsibility, to maintain the habit of active cooperation. 


The basic task of the Committee and its Deputies was not an easy 
one. It is not easy to focus and fix a conception of an international 
system for the medium term, with all its essential detail, in so many 
minds, I believe that we have fixed the broad conception, but some 
of the essential detail — essential in the sense that its determination 
will influence at least the character of the system —is left to the in- 
ternational community, and to events, to shape into final form, 


The Emerging System 





What then is the nature of the emerging or evolving international 
monetary system? 





Flexibility. Such systems are often classified by their exchange 
rate mechanisms —as a fixed-rate system, a floating system, etc. 
This is no doubt an inadequate approach, since exchange rate changes, 


and the mechanism for making them, are only part of the adjustment 
process, which is itself only part of the whole system, Nevertheless, 
there is something to be said for it. In a system of free floating, all 
adjustment would in theory take place automatically through the ex- 
change rate and there would be no need of reserves. As one moves 
through the spectrum from free floating, through increasing degrees 
of management of floating, to stable but adjustable par values and 
finally, fully fixed rates, so the importance of other forms of adjust- 
ment action and of an adequate supply of reserve assets increases, 
Thus, the relative flexibility or fixity of the exchange rate mechan- 


ism may be said to determine the degree of articulation of the system 
as a whole, 


Classified by its exchange rate mechanism, the reformed system 
is a more flexible par value system, It might be described as a mid- 
dle system with a policy bias toward par values. It provides for 
floating in particular situations; and thereby it admits the possibility 
of widespread floating, since the U.S. dollar might float in a particu- 
lar situation and for some years to come this would be likely to lead 
to widespread floating. Nevertheless, it is to be based upon stable 
but adjustable par values and is to be equipped with intervention and 
convertibility arrangements which do not belong to widespread floating. 





It is in this area that the tussle between the reform discussion and 
events is most obvious. If the reformed system incorporates a policy 
bias toward par values, market forces in the period ahead may con- 
tinue to push the other way. Any improvement in market stability 
arising from the correction of the imbalance between the U.S, and 
other major countries may well be offset by the uncertainties arising 
from the new oil imbalance and from generalized inflation, as well as 
by the continuing opportunities for short-term capital movements ina 
commercially and financially integrated world, But there is a counter- 
check to market tendencies to push the system too far toward the float- 
ing end of the spectrum; for it is evident that governments in the 1970s 
as in the 1930s are unwilling —except for relatively brief periods when 


the hurricane rages or the dikes break —to let their exchange rates go 
where they will. 


If one looks back over the exchange market experience of the past 
two years, one would have to be a naive fixed-rater to believe that 
par values could have been made to work over that period and, equally, | 
one would have to be a naive floater to be complacent about the size of 
the fluctuations in rates. The fact is that we are caught in the middle 
part of the spectrum and we have to learn to live there. While present 
instabilities and uncertainties persist, we shall have more or less man- 
aged floating, which should be subject to general guidelines designed 
to improve the international consistency of countries' policies. As and 
when conditions improve, we may arrive at a degree of cooperative 
management of floating rates which differs only from a par value sys- 
tem in the absence of announced margins for speculation to test, and 
from there make the step to stable but adjustable par values. Alter- 
natively we may build on regional currency arrangements, and arrive 
that way at a general pattern of par values. What we will not have are 
either rigidly fixed rates or freely floating rates. 


The SDR standard. A second way in which international monetary 
systems are often classified is by their principal reserve asset or 
assets —as the gold standard, the gold exchange standard, the dollar 
standard. In these terms, the reformed system is to be the SDR 
standard, But although that objective is clear, it is going to take 
some time yet to achieve. In the interim we will have to continue to 
struggle with the existing heterogeneity of reserve assets; and it will 
be important, in finding appropriate interim arrangements for re- 


serve currencies and gold, not to lose sight of the medium-term ob- 
jective for the SDR, 





As to reserve currencies, although the nature of the settlement 
arrangements in the reformed system, and consequently the degree 
of international control over the level of reserve currency balances, 
is one of the unresolved questions, the principle of control is clearly 
established. We hope to plant the seed of this in the interim period, 





by an injunction to the Fund to watch over the levels of reserve cur- 
rency balances and, if they are rising too fast, to consult with issuers 
and holders about the possibility of reduction. This may not seem 
very operational at a time when most countries are fearful lest they 
may not have enough of such balances to meet prospective large 
deficits. But there is an obvious danger that we may come out of the 
present balance of payments disturbance with an increased overhang 
of reserve currency balances. I would therefore expect the need for 
better control, in the interests of both issuing and holding countries, 
to reassert itself before long; and I am confident that the small seed 
we are planting will grow. 


It was not possible within the timespan of the C-20 to reach an 
orderly settlement of the immediate questions alout gold. Granted 
the concern of European countries about the usability of their gold to 
finance prospective deficits, some important medium-term objectives 
of the reform are also involved, Any arrangements in this area should 
not do down the SDR. More immediately, it would be intolerable if 
they gave rich developed countries an effective increase in liquidity 
to meet oil deficits, while nothing was done for those developing coun- 
tries which face similar deficits with generally weaker borrowing power. 


I would guess that these questions of liquidity for both developed 
and developing countries are going to be very topical in the coming 
months. Should they issue in action, it would be helpful if that action 
involved some promotion of the SDR. For, although the survival of 
the SDR is not in question —indeed currency uncertainty is plainly 
pushing the world toward units of account, and the SDR, as the Fund's 
unit of account, will be increasingly used in international transac- 
tions —the SDR will nevertheless need positive promotion if it is to 
become the principal reserve asset, The question of volume is im- 
portant here, At present SDRs are too small a percentage of global 
reserves. When the appropriate time comes, the opportunity must 
not be missed to increase that percentage by allocation of new SDRs 
or by their substitution for other reserve assets. 


Management. A third way in which national economic systems, 
and also international systems, are classified is by the degree of 
management they involve —as market systems, managed systems, 
planned systems, mixed systems, In these terms, the reformed sys- 
tem is an internationally managed system, That is implicit in the 
features I have already touched on, the policy bias towards par values 
in the exchange rate mechanism and the promotion of the SDR. It has 
been explicit in the American proposals for a reserve indicator struc- 
ture supported by graduated pressures to assure prompt adjustment, 


and in the European proposals for mandatory settlement in assets to 
control the level of reserve currency balances, 








It is useful to be more precise about this rather wide-ranging con- 
cept of management, Within the context of some very general objec- 
tives —promotion of world trade, promotion of economic development 
and avoidance of inflation —we have established a consistent set of 
principles to govern the adjustment process, the convertibility system, 
the management of global liquidity, and the transfer of real resources 
to developing countries. We have then sought to devise procedures by 
which the IMF —meaning thereby the international community oper- 
ating in and through the Fund —would manage the system in accordance 
with these principles. In arguing about these procedures, we have in 
many areas of the system distinguished between three different degrees 
of management, which we have called automatic, presumptive, and dis- 
cretionary. This has been the case in relation to the use of reserve 
indicators, application of pressures or sanctions, conditions for the 
authorization of floating, settlement rules and their relaxation, and 
the supply of global reserves. 


To define the three terms a little more: an automatic process of 
management is one which is closely guided, or even predetermined, 
by precise and detailed rules laid down in advance, to the effect that 
when such-and-such a condition, qualitative or quantitative, is ful- 
filled, countries (or the Fund) will do such-and-such, A presumptive 
process is one in which such precise and detailed rules will generally 
apply, but there is provision for the Fund to meet and, by an appro- 


priate majority, to decide to override the rules in particular cases. 
A discretionary process is one in which the fulfillment of the condi- 
tions leads simply to a consultation and assessment in the Fund, to 
be conducted of course in the light of the principles involved. 


The C-20 started its work amid the breakdown of the Bretton Woods 
system, with a general cry for new, clear, and precise rules. So it 
was natural that at the outset we were examining proposals for auto- 
maticity or near-automaticity in several areas of the system, It was 
also natural that this approach was most strongly advocated or resis- 
ted by different countries in different areas according to whether they 
felt that their interests in those areas had been more or less damaged 
by the working of the discretionary approach in the preceding period. 
The United States had been dissatisfied with the working of the adjust- 
ment process, particularly on the part of surplus countries; the Euro- 
peans and Japanese with the settlement process, particularly on the 
part of reserve centers; and the developing countries with the volume 
and predictability of the flow of real resources to them, 


However, as the debate went on, we generally moved away from 
automaticity, not only because of these resistances in particular areas, 
but also because the attempt to formulate precise rules in advance 
either pointed up the danger of applying them too rigorously or, in 
some cases, came to nothing. The debate therefore shifted to the 








presumptive /discretionary area, and it is here indeed that some of 
the main outstanding political decisions — affecting, as I said ear- 
lier, the character of the system — remain to be taken, Until those 
decisions are taken and the reformed system is more fully estab- 
lished, the management of the system will depend solely —as it must 
always do largely —on consultation, assessment, and cooperation, 
The IMF must bear the main burden of this, It is already shoulder- 
ing the burden in good heart, and in a better atmosphere than pre- 
vailed when the Committee of Twenty began its work. 


Toward greater international authority, Finally, an international 
monetary system is sometimes classified by the quality of its inter- 
nationalism — as a one-world system, a bloc system, etc. Two 
sorts of question are involved here: what, if any, differentiation be- 
tween countries or groups of countries should there be in the system; 
and what should be the balance of authority and responsibility between 
national governments on the one hand and the international community, 
represented by its institutions, on the other. 





As to the latter question, the reformed system aims to take a step 
forward to greater international authority in all the main areas, but 
not a frighteningly large step. It gives the IMF the right to call on 
countries to take adjustment action, and in extreme cases to rein- 
force that call with pressures, while leaving them to choose the par- 


ticular form of action, It aims to control, more or less tightly, the 
aggregate levels of different reserve assets, while leaving countries 
free to exercise some choice in the mix of their own reserves within 
those aggregates. It looks to an adequate aggregate flow of real re- 
sources to developing countries, while not dictating precise aid tar- 
gets or balance of payments aims. 


Even these steps, modest as they must seem to the convinced 
internationalist, are not easy to take in the short term. Nations are 
like the individuals who compose them, So, in difficult times like 
the present, they pay more regard to their self-interest and try to 
preserve their freedom to act in that self-interest. But, equally, 
they can be influenced and persuaded to consider the common interest, 
and they know that they have to live together ever more closely: and 
therein lies a sure hope of advance. 


As to differentiation between countries, the very constitution of 
the C-20 reflected the one-world approach, within the limits —I hope 
to be enlarged — of Fund membership, Our work has maintained that 
approach, It is true that the reformed system makes allowance at a 
few points for the special circumstances of reserve centers and oil 
producing countries, and more widely for those of developing coun- 
tries. But the principles of the system are of general application — 
the temptation to exempt groups of countries has been resisted. The 
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aim of greater symmetry, between countries, between reserve centers 
and other countries, between large and small countries, has been 
accepted in the spirit as well as in the letter, 


I believe that events are working in the same direction. No doubt, 
a handful of major countries will meet among themselves from time 
to time as they have done during the past two years, to sort out their 
own differences and to agree on procedures. No doubt, the existing 
distinction between developed and developing countries will be main- 
tained, and each group will do their caucusing, as they have been doing 
it in the Organization for Economic Cooperation and Development (OECD) 
and in the Group of 24, It may also be that, during the coming period, 
when we are travelling from the dollar standard to the SDR standard, 
regional groups will form around three or four key currencies in what 
has been called a "multipolar" pattern. 


But if we look more closely at these various types of grouping, it 
is evident that they will not be sufficient for the evolving system, Much 
though the major countries can do to assist the smooth running of the 
system, they can no longer run it by themselves. As to developed and 
developing countries, the two groups are recognizably less homogen- 
eous and there are more and more strands that cut across the distinc- 
tion. To take two that are obvious in the present situation: first, the 
oil-producing developing countries are becoming partners with the de- 
veloped countries in giving aid to the oil-importing developing coun- 
tries; secondly, the smaller developed countries and the more pros- 
perous developing countries are likely to have a similar approach to 
the problem of financing their oil deficits — they will borrow on the 
market if they are not squeezed out of it by the major countries and 
they will be natural beneficiaries of the Fund's new oil facility. Fi- 
nally, what is a multipolar pattern but a new, longer and less pejora- 
tive name for "'blocs''? And that change of name is significant. For 
it reflects the likelihood that regional groupings in the seventies and 
eighties will be less exclusive, and so relatively benign: they will 
be loose-knit, and they will be forced to recognize their interdependence, 


All this illustrates one of the basic facts of modern international 
life, particularly evident in the multifarious fields of trade and money, 
namely that power and interest have become more diffused and more 
plural. Consequently, whatever smaller groupings may form, they 
will not be, as I have said, sufficient. We shall continue to need, and 
we must therefore make every effort to develop further, the one-world 
approach of the Fund, the World Bank and the GATT (General — 
ment on Tariffs and Trade). . 


Will this mean the continuance of large meetings at various levels 
in and around those institutions? I believe so; and in what has been 
called "the era of negotiations" it will not be beyond the wit of man to 





make such meetings effective and interesting. After all, to meet to 
discuss present problems and plan the future with all concerned is an 
important part of living together, in difficult times a very important 
part. 


[ Extracted from Finance and Devel- 
opment, Washington, D.C.: The 
International Monetary Fund and the 
World Bank Group, Vol. XI, No. 3, 
September 1974, pp. 13-16. This 
article was based on a speech given 
at Williamsburg, Va. in June 1974. ] 





Editorial Note; It appears that the world is moving into a phase 
of considerably more flexibility in exchange rates than heretofore. 
This is not only because somewhat more flexibility is being built 
into the proposals for a new system, as described above, but because 
accelerated inflations and the other forces mentioned may well bring 
about even more frequent changes in currency values than envisioned 
by the C-20, and also because the floating of exchange rates seems 
to be acquiring wider acceptability. The effects of such flexibility 
have been most often analyzed for currencies of the industrial coun- 
tries. (For a discussion of developing country reactions to flexibility 
in the rates of their major trading partners, see Development Digest, 
April 1973, pp. 71-74.) In the three articles which follow we will 
focus on issues bearing on developing country policies toward 
changes in their own exchange rates, The first article surveys the 
postwar devaluation experiences of developing countries up to 1970. 
The next analyzes the results of Brazil's frequently shifting rate. 
The final article, in contrast, examines some pros and cons of the 


exchange and monetary stability found in the C. F.A. franc zone of 
Africa. 











Currency Devaluation 
in Developing 
Richard N, Cooper 


[ Devaluation of a country's currency has usually been undertaken with 
great reluctance by political leaders wary of the economic and politi- 

cal impact, The following analysis of experience with 36 devaluations 
by developing countries between 1953 and 1970 indicates that fears of 

the economic consequences of devaluation have tended to be exaggera- 
ted, though political reactions seem often to be negative. ] 


Currency devaluation has been one of the most 
dramatic —even traumatic —measures of economic 
policy that a government may undertake. It almost 
always generates cries of outrage and calls for the 
responsible officials to resign. For these reasons 
alone, governments are reluctant to devalue their 
currencies, Yet under the rules of the international 
monetary system laid down in the Articles of Agree- 
ment of the International Monetary Fund, devaluation 
is encouraged whenever a country's international pay- 
ments position is in ''fundamental disequilibrium, "' 
whether that disequilibrium is brought about by fac- 
tors outside the country or by indigenous developments, 
Because of the associated trauma, which arises be- 
cause so many economic adjustments to a discrete 
change in the exchange rate are crowded into a rel- 
atively short period, currency devaluation has come 
to be regarded as a measure of last resort, with 
countless partial substitutes adopted before devalua- 
tion is finally undertaken, Despite this procrastina- 
tion, over 200 devaluations in fact occurred between 
the inauguration of the IMF in 1947 and the end of 1970. 
In addition, there were five upvaluations, or revalua- 
tions, of currencies, 
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By convention, changes in the value of a currency have [ until re- 
cently] been measured against the American dollar, so a devaluation 
means a reduction in the dollar price of a unit of foreign currency or, 
what is the same thing, an increase in the number of units of the cur- 
rency that can be purchased for a dollar. By law, changes in cur- 
rency values are measured in gold, but since the official dollar price of 


gold was unchanged from 1934 to 1972 these changes amounted to the 
same thing. Except when many currencies are devalued at the same 
time —as they were in September 1949 and to a much less extent in 
November 1967 (when over a dozen countries devalued with the pound) 
and August 1969 (when fourteen African countries devalued their cur- 
rencies along with the French franc) — a currency devaluation against 
the dollar is also against the rest of the global payments system, that 
is, against all other currencies. 


Only a baker's dozen of countries did not devalue their currencies 
at least once during the period 1947-70: Japan, Switzerland, and the 
United States among developed countries, and ten less developed 
countries, mostly in Central America, Largely because they are so 
numerous, but partly also because they devalue on average somewhat 
more often than the developed countries do, less developed countries 
account for most currency devaluations. Yet the standard analysis 
of currency devaluation, which has advanced substantially during this 
period and is still being transformed and further refined, fails to take 
into account many of the features that are typical of developing coun- 
tries today, and which influence substantially the impact of currency 
devaluation on their economies and on their payments positions. 


This essay attempts to do three things, First, it sketches very 
briefly the prevailing analysis of currency devaluation, Second, it 
suggests why this analysis has to be modified to take into account the 
diverse purposes to which the foreign-exchange system is put in many 
less developed countries, Third, it draws on experience with three 
dozen devaluations to see to what extent the anxieties of government 
officials, bankers, traders, and even some economists about deval- 
uation and its effects are justified, and interprets some of this exper- 
ience in light of the earller theoretical discussion, 





A Summary of tHe Theory of Devaluation 


In analyzing devaluation, the exact nature of the initial disequili- 
brium is important, and much analysis misleads by its focus on 
economies that are assumed to be in equilibrium at the Moment of 
devaluation. Suppose we have a country which for reasons past has 
money costs that are too high to permit it to balance its international 
payments at a level of domestic economic activity that is both desired 
and sustainable, and as a result it must finance a continuing payments 
deficit out of its reserves, a process that obviously cannot continue 
indefinitely. Correction of the payments imbalance by reducing 





aggregate demand would lead to unwanted unemployment because of the 
rigidity of factor incomes in money terms, especially wages. Perhaps 
ultimately the pressure on costs and prices of a depression in activity 
would restore an equilibrium level of costs and prices that would lead 
to payments balance at full employment, but the transitional depression 
might have to be long and painful, The recommended alternative is de- 
valuation of the currency, which at the stroke of a pen lowers the coun- 
try's costs and prices when measured in foreign currency. Analysis 
of the effects of devaluation on the country's economy and of the mech- 
anism whereby it eliminates the payments deficit has proceeded under 
three quite different and apparently contrasting approaches: the elas- 
ticities approach, the absorption approach, and the monetary approach, 





The elasticities approach focuses on the substitution among commo- 
dities, both in consumption and production, induced by the relative 
price changes wrought by the devaluation. For a small country, we 
can assume that the prices in domestic currency of foreign-trade goods -— 
exports, imports, and goods in close competition with imports —will 
rise by the amount of devaluation, This rise will divert purchases out 
of existing income to nontraded goods and services, thereby reducing 
domestic demand for imports and for export goods, releasing the lat- 
ter for sale abroad. When the country is large enough to influence 
world prices, domestic prices may rise by less than the amount of de- - 
valuation, since prices in foreign currency will fall somewhat in re- 
sponse to the reduction in our country's demand for imports or to the 


increase in its supply of exports. There is some presumption that most 
countries will have a greater influence on their export prices than on 
the prices at which they import, so the rise in local prices of exports 
will be less, and the terms of trade will deteriorate. 


The shift in relative prices operates both on consumption and on 
production, Consumption will be diverted to lower-priced nontraded 
goods and services, releasing some existing output for export and cut- 
ting demand for imports. At the same time, increased profitability in 
the foreign-trade sector, arising from the fact that prices in domestic 
currency have risen more than domestic costs, will stimulate new pro- 
duction of export and import-competing goods, and will draw resources 
into these industries, If excess capacity happens to exist in these in- 
dustries, the resources drawn in will be variable ones —labor and 
materials. Otherwise new investment will be required; in agriculture, 
land may have to be recropped or herds rebuilt, 


The elasticities approach gives rise to the celebrated Marshall- 
Lerner condition for an improvement in the trade balance following a 
devaluation: that the elasticity of demand for imports plus the foreign 
elasticity of demand for the country's exports must exceed unity, which 
is to say that the change in the quantity of imports and exports demanded 
together must be sufficiently great to offset the loss in foreign earnings 





consequent upon lowering the price of exports in foreign currency. 
This condition assumes initially balanced trade, finished goods, and 
elastic supply of exports both at home and abroad, but may be modi- 
fied to allow for initial trade imbalance, for less than perfectly elas- 
tic supplies of exports, and for intermediate products. 


The absorption approach shifts attention from individual sectors 
to the overall economy. Its basic proposition is that any improvement 
in the balance on goods and services must, in logic, require some in- 
crease in the gap between total output and total domestic expenditure. 
It starts from the identity DE + X = Y + M, where DE is total domes- 
tic expenditure on goods and services and X is total foreign expendi- 
ture on our country's goods and services (exports); the sum of these 
two represent total ''absorption" of the goods and services available 
to the country, which derive from its own aggregate output, Y, plus 
imports from the rest of the world, M. Rearranging the terms yields 
X - M= Y - DE, which shows that any trade surplus reflects an ex- 
cess of output over domestic expenditure, and vice versa for a trade 
deficit. It follows that to reduce a deficit requires a corresponding 
reduction in the gap between output and expenditure. Excess capacity 
and unemployment will permit an increase in output; otherwise ex- 
penditure must be reduced. Without sucha reduction, there can be 
no improvement in the balance, regardless of the elasticities. This 
analysis points to the policy prescription that devaluation must be 





accompanied by deflationary monetary and fiscal policy to ''make room"! 


for improvement in the balance, a prescription to which we shall re- 
turn below. 


The monetary approach to devaluation focuses on the demand for 
money balances and the fact that an excess demand for goods, ser- 
vices, and securities, resulting in a payments deficit, reflects an 
excess supply of money. Devaluation is equivalent to a decline in the 
money supply and in the value of other financial assets denominated in 
local currency, when measured in foreign currency. The real value 
of the money supply will be reduced by devaluation because initially 
the local prices of traded goods and services, and secondarily those 
of nontraded goods and services to which demand is diverted, will 
rise. The public will accordingly reduce its spending in order to re- 
store the real value of its holdings of money and other financial assets. 
This reduction in expenditure will produce the required improvement 
in the balance of payments. For a country in initial deficit, the right 
devaluation will achieve just the right reduction in the real value of the 
money supply, and the deficit will cease. To restore lost reserves, 
the country must devalue by more than that amount in order to achieve 
a surplus. But once the public has reattained its desired financial 
holdings, expenditure will rise again and the new surplus will be elim- 
inated. On this view, a devaluation beyond the equilibrium point has 
only a once-for-all effect. A key implication of this approach is that 








if the monetary authorities expand domestic credit following devaluation 
to satisfy the new demand for money, the effects of the devaluation on 
international payments will be undermined. 


These three approaches are complementary rather than competi- 
tive —they represent different ways of looking at the same phenomenon, 
and each has its strengths and weaknesses. All factors are present to 
some degree even immediately following devaluation, In the first stage 
relative prices normally do change as assumed by the elasticities 
approach, and this in turn will alter the patterns of consumption and, 
in the right circumstances, of production, encouraging the necessary 
increase in net exports. With initial excess capacity, these alterations 
will generate additional income, which by leading to additional expendi- 
ture will in turn damp down the improvement in the trade balance; with- 
out it, the switch in demand toward home goods will tend to bid up their 
prices, But unless the monetary authorities expand domestic credit 
the rise in prices will not be sufficient to eliminate the change in rela- 
tive prices initially brought about by the devaluation, and some improve- 
ment in the trade balance will remain. 


All this is consistent with the monetary approach, The pre-existing 
disequilibrium reflects not only an excess supply of money but also a 
misalignment of relative prices between home and tradable goods, since 
the fixed-exchange-rate link with the world market diverts the impact 


of those excess holdings of money into demand for imports rather than 
higher prices in the foreign-trade sector. The appropriate devaluation 
simply corrects this disequilibrium set of relative prices and at the 
same time lowers the real value of money holdings and, hence, expen- 
ditures. It therefore has a durable effect. 


Whether the second stage of the elasticities approach — the new 
investment in the foreign-trade sector —comes into play depends in 
large part on whether the structure of potential output was seriously 
affected during the disequilibrium period before devaluation, If the 
disequilibrium had persisted for some time, or if investors were 
prompt to respond to profitable opportunities and failed to anticipate 
the eventual need for devaluation, then there would be excess capacity 
in the home-goods sector and deficient capacity in the foreign-trade 
sector from the viewpoint of long-run equilibrium, and the second 
stage would come into play. Otherwise, there would be sufficient 
capacity in the foreign-trade sector not fully utilized before devaluation, 
and no change in the structure of potential output would be necessary. 


The impact of growing cost-price disequilibrium on production in 
the export industries, and its subsequent reversal after devaluation, 
can be illustrated graphically by Finland's experience. Herea "'zero 
line'' marks the boundary north of which it is unprofitable to cut and 
transport timber to the south for export. As cost inflation proceeded 





in the 1950s, this zero line gradually moved southward, to the point 
in 1957 that it was only about 200 miles from the south coast, Follow- 
ing the 1957 devaluation, the line shifted markedly northward again, 


Distributional effects. There is a distributional counterpart to 
these allocational changes which should be explicitly acknowledged, 
since distributional considerations are so important in less developed 
countries. A devaluation will raise the ''rents'' on all factors working 
in the foreign-trade sector, that is entrepreneurial returns in indus- 
tries engaged in export and those in competition with imports. At the 
same time, the real income of other groups (including the government) 
will decline because of the rise in prices of these goods, If the higher 
profits are expected to continue, managers in these industries will 
expand output and in so doing will bid up the prices of other factors of 
production used extensively in the foreign-trade sector, leaving a dis- 
tributional effect in the end that may favor labor, even though it fav- 
ored certain profits initially. Since we started with a disequilibrium 
pattern of expenditure and a disequilibrium distribution of income (for 
a given tax regime), both produced by the misalignment of prices be- 
tween traded and nontraded goods, the new position brought about by 


appropriate devaluation will persist unless it is disturbed by other 
factors. 





But the speed with which the initial distributional effect is trans- 
formed to the ultimate effect, and the chance that the ultimate effect 
will not be disturbed, will vary greatly. It is here that ''money illu- 
sion" enters the picture, provided that term is interpreted broadly to 
cover cases where the decline in real income from a rise in prices is 
perceived and accepted when a reduction in money wages would not be 
accepted, There are many reasons for such "illusion" to be present, 
not the least of which is the maintenance of contracts in business 
transactions, When workers leave jobs in the home-goods sector to 
take up jobs in the foreign-trade sector, they may be willing to move 
at real wages lower than their pre-devaluation wages in the expecta- 
tion of greater job security. Thus, while money illusion is not nor- 
mally necessary for devaluation to be successful in improving the 
trade balance, the more widespread it is, and the longer it lasts, the 


greater will be the gain to reserves in the period following a given 
devaluation, 


In another respect money illusion is even more important. Some 
factors of production profited (at the expense of others, and of the 
national reserves) before the devaluation, when the domestic costs 
of foreign-trade goods were too high. This state of affairs was not 
sustainable in the long run; but those parties who did profit may be 
most reluctant to accept the reduction in real rewards that is in fact 
necessary, given the regime of taxes and other policies that affect the 
distribution of income, If through "bargaining power" (strong unions, 





administered prices) they succeed in raising their money incomes 
enough to restore their pre-devaluation level of real income, then the 
initial disequilibrium will also have been restored, The authorities 

will be forced to devalue again in the hope that it will work the second 
time. Or they may in the end have to reduce domestic demand, there- 
by creating unemployment and damaging all groups (although not equally), 
as the only way to resolve the incompatible objectives of payments 
equilibrium and the levels of real income acceptable to those who ben- 
efit from the disequilibrium. Money illusion will help to resolve the 
difficulty by permitting the groups in question to accept lower real in- 


comes while keeping up appearances with somewhat enlarged money 
incomes. 


Modification in the Analysis for 
Devaluation in Most Developing 
Countries 











The foreign-exchange system of a country can be used to pursue 
many objectives other than clearance of the foreign-exchange market. 
These functions range from fostering industrialization, improving the 
terms of trade, and raising revenue to redistributing income among 
broad classes and even doling out favors to political supporters, A 
practice used frequently to accomplish all three of the first objectives, 
and also to redistribute income, is to give primary export products a 
rate of conversion into local currency lower than the rate that impor- . 
ters must pay to purchase foreign exchange and that exporters of non- 
traditional products receive. Import-substituting investment is stim- 
ulated by the unfavorable rate on imports, foreign export prices are 
higher than they otherwise would be in the rare event that the country 
can influence world prices for its products, and the government gains 
revenue from the often substantial difference between the buying and 
selling prices of foreign exchange. Similarly, imported consumer 
goods are often charged a rate much higher than imported investment 
goods, in an effort to stimulate investment in manufacturing (and with 
the undesirable side-effect of encouraging modes of production that use 
relatively more capital and relatively more imported ingredierts or 
components). Finally, and not least, the exchange system can be used 
to redistribute income between broad classes, as for example, in 
Argentina when the exchange rate applied to traditional exports, meat 
and wheat, was deliberately kept low for a number of years with a view 
to keeping down the cost of living for urban workers, All these functions 
involve multiple exchange rates, that is, charging different exchange . 
rates according to the commodity or service, the origin or destination, 
or the persons involved in the transaction. As such, they inevitably 


invite arbitrage and require policing —as do taxes, which they often 
replace in function, 


Moreover, politicians have learned that an objective achieved in- 
directly is frequently socially acceptable when direct action would not 





be. It is much easier for an interest group to mobilize successfully 
against an export tax than it is to mobilize against an over-valued 
currency supplemented by high import tariffs and perhaps some ex- 
port subsidies, even though the two systems might have precisely 
the same economic effects. As Fritz Machlup has said: "We have 
often seen how disagreements among scholars were resolved when | 
ambiguous language was replaced by clear formulations not permit- 
ting different interpretations. The opposite is true in politics. Dis- 
agreements on political matters, national or international, can be 
resolved only if excessively clear language is avoided, so that each 
negotiating party can put its own interpretation on the provisions pro- 
posed and may claim victory in having its own point of view prevail 
in the final agreement, '' Machlup was speaking of language, but the 
same is true of action; a roundabout way of accomplishing a contro- 
versial objective will often succeed where direct action would fail 
because it obscures, perhaps even from the policy-makers them- — 
selves, who is really benefitting and who is being hurt. ie 


The difficulty is that the pursuit of these diverse objectives too 
often leads to neglect of the function of the exchange rate in allocating 
the supply of foreign exchange. When balance-of-payments pressures 
develop (sometimes as a result of inflationary policies, which in the 
short run are also a successfully ambiguous way to reconcile con- 
flicting social objectives), officials then engage ina series of patch- 
work efforts and marginal adjustments to make the problem go away 
(raising tariffs here, prohibiting payments there), which may disturb 
the original objectives as well as coping only inadequately with the 
payments difficulty. When devaluation finally occurs, in consequence, 
the occasion is also taken (sometimes under pressures from the IMF 
or from foreign-aid donors) to sweep away many of the ad hoc mea- 
sures that have been instituted to avoid the necessity for devaluation, 
This fact makes currency devaluation in many developing countries 
(and some developed ones) a good deal more complex than a simple 
adjustment of the exchange rate, and the analysis must be modified to 


take these other adjustments into account, [ The revised analysis is 
omitted from this extract, ] 


Some Evidence on the Impact of 
Devaluation 








As noted in the introduction, currency devaluations have occurred 
with some frequency in the last 25 years, averaging nearly ten a yéar, 
despite widespread reluctance to engage inthem, Many of these were 
small, or were by countries with inadequate statistics, or were by 
developed countries, or were part of a larger movement of exchange 
rates of one block of countries as against another — the last kind of 
devaluation raising rather different issues for analysis. The evidence 
drawn on here derives froma study of 24 major single-country 





devaluations by developing nations over the period 1953-66 supplemen- 
ted by some experience with a dozen devaluations in the late 1960s. We 
are concerned here with the immediate impact effects of devaluation, 
These start the transition to the longer-term effects, if they are given 


a chance to work themselves out: they often determine whether the longer- 
term effects will be able to work, 


Officials have notoriously short planning horizons, and their anxieties 
about the impact effects of devaluation often lead to a postponement of 
devaluation and the substitution in its place of numerous ad hoc mea- 
sures, imposing substantial costs by impeding the efficient operation of 
the economy. The reluctance of officials arises in large measure from 
the considerations adduced in the introduction: devaluation will disturb 
an implicit social contract among different segments of society —or at 
least will jar some groups out of their acquiescence in the existing state 
of affairs —and officials are understandably anxious about rocking an 
overloaded and delicately balanced boat. But sooner or later the decis- 
ion may be forced upon them, when for external or internal reasons the 
external disequilibrium deepens and a suppressed deficit becomes an 
open deficit which can be corrected only by disturbing the social equil- 
ibrium anyway. 


More specific anxieties expressed about the consequences of deval- 
uation can be grouped under four headings: (1) Devaluation, it is feared, 
will not achieve the desired improvement in the balance of payments, be- 
cause neither imports nor exports are sufficiently sensitive to relative 
price changes within the acceptable range of such changes —i.e, elas- 
ticity pessimism, (2) Devaluation will worsen the terms of trade of the 
country and thus will impose real costs on it. (3) By raising domestic 
prices, devaluation will set in motion a wage-price spiral that will rap- 
idly undercut the improved competitiveness that the devaluation is de- 
signed to achieve. (4) Whatever its economic effects, it is thought that 
devaluation will be politically disastrous for those officials responsible 
for it, Let us see to what extent these fears are justified by experience, 
adopting the short-run perspective of the official. 


Impact on trade and payments. In nearly three-fourths of the three 
dozen devaluations examined the balance on goods and services, mea- 
sured in foreign currency, improved in the year following devaluation, 
In 90 percent of the cases either this or the overall monetary balance 
(often both) improved in the year following devaluation. Of the four 
countries that showed a worsening on both counts, two involved impor- 
tant import liberalization resulting in a rise in imports, and one (Israel) 
was engaged in sporadic warfare and was running down reserves to build 
up its defense position, Of course, these actual improvements could 
have taken place for reasons independent of the devaluation, However, 
the adjustment of the trade data to allow for movements in world demand 
and for changes in the level of domestic activity reveals a slight increase 








in the number of countries improving their trade balance following 
devaluation, 


These improvements occurred despite the good reasons for being 
an elasticity pessimist about developing countries. No doubt some 
part of the improvement both in trade and in overall payments can be 
explained by speculative effects: an overbuying of imports prior to 
an expected devaluation, with excess inventories thereafter. But not 
all of it can be explained in that way, for the second year following 
devaluation usually showed a preservation of, and sometimes a sub- 
stantial increase in, the gains. The fact that supply elasticities are 
low in the short run helps in theory to assure that there is little or 
no loss in export receipts such as would arise if supply could be in- 
creased rapidly at unchanged domestic prices, A steadiness in export 
earnings, combined with some reduction in imports, will assure some 
improvement in the trade balance, but only a modest one. In only 
five of the cases examined did the improvement in the trade balance 
exceed the initial trade deficit, thereby swinging the country into trade 
surplus —a fact that should not be surprising for countries that nor- 
mally import capital from the rest of the world. 


Interestingly enough, most of the countries that liberalized imports 
experienced a reduction in the volume of imports in the year follow- 
ing devaluation —partly because of a decline in activity and a switch- 
ing away from imports to domestic sources of supply, but even more 
because import liberalization was often delayed from three to nine 
months following the devaluation, apparently reflecting a wait-and- 
see attitude on the part of the authorities toward the devaluation, In 
delaying, however, they increased the risk of a wage-price spiral. 


Impact on the terms of trade, Many countries do not have even 
reasonably comprehensive data on the prices they pay for imports and 
receive for their exports, hence on their terms of trade. Among those 
that do, somewhat under one-half showed a deterioration in the terms 
of trade following devaluation. But some of these deteriorations were 
independent of the devaluation, and in any case all were small rela- 
tive to the size of the devaluation —one or two percent, compared with 
nominal devaluations ranging from ten to nearly 70 percent. 





The negligible deterioration observed in the terms of trade may of 
course have been due to preventive measures taken by the devaluing 
countries. Most of them imposed special taxes or a disadvantageous 
exchange rate on certain exports of primary products, But usually 
these taxes were imposed for distributive or revenue reasons, not to 
prevent a deterioration in the terms of trade through a fall in foreign- 
currency prices of exports. A standard pattern, for example, is to 
impose a tax roughly equivalent to the amount of devaluation on exports 
out of the current harvest, on the ground that the quantity of such 








exports can be increased only marginally (unless domestic consump- 
tion is substantial) and there is no reason to pass windfall gains on to 
the farmers. The new exchange rate is applied to subsequent harvests. 
In other instances the tax has been imposed to prevent an immediate 
rise in the domestic price of an export product important in local con- 
sumption, such as olive oil in Greece. In both cases it is a rise in 


domestic prices, not a fall in foreign ones, that the authorities are 
guarding against, 


Preoccupation with the terms-of-trade effects of devaluation in fact 
reflects a misunderstanding of the purposes of devaluation, or at best 
confuses devaluation theory with optimal-tariff theory. A country that 
dominates world markets in one or more of its export products can in- 
crease its welfare by imposing a tax on those exports up to the point at 
which the additional gains from further increases in the foreign-cur- 
rency price (arising from the willingness of foreign buyers to pay part 
of the tax) just compensate for the additional welfare losses arising from 
the tax-induced reduction in trade. If the devaluing country has already 
imposed such optimizing export tariffs —import tariffs alone will not 
do here, because in equilibrium they also discourage manufactured ex- 
ports, on which the optimal export tax is surely zero for developing 
countries — then devaluation will not require their alteration unless the 
causes of the payments imbalance also happen to have altered the op- 
timum export tax, A pre-devaluation rise in domestic costs and prices, 
leading indeed to the need for devaluation, will have improved the coun- 
try's terms of trade beyond the optimal point. The objective should be 
to maximize net returns on exporting, not merely to prevent a deterior- 
ation in the terms of trade, and in these circumstances some lowering 


of export prices in terms of foreign currency will be desirable to stim- 
ulate foreign purchasés, 





Impact on wages and prices. Assessing the impact of devaluation 
on domestic prices and wages is exceptionally difficult, and only partly 
because price and wage data are sparse and of dubious quality for most 
developing countries. It is difficult also because exogenous events, ex- 
pectational patterns based on the same history that led to the devalua- 
tion, and policies associated with but sometimes also at variance with 


the devaluation all may have important influences on both wages and 
prices, 


It is useful first of all to distinguish between demand-induced and 
cost-induced increases in prices and wages. By conventional analy- 
sis, both should be present following a successful devaluation, for the 
improved trade balance will increase the claims on domestic output, 
and the devaluation will lead directly to an increase in the local prices 
of imports and other foreign-trade goods. We have seen, however, 
that devaluation may lead to a decline rather than an increase in de- 
mand for domestic output, and this alone would tend to depress prices. 














The extent to which devaluing countries have taken the advice nor- 
mally tendered tg pursue deflationary monetary and fiscal policies 
will reinforce these devaluation-induced pressures. (There is of 
course no contradiction between deflationary pressures and observed 
price increases; the devaluation here is very much like an excise 
tax, which reduces demand by withdrawing purchasing power from 
circulation, but also raises local prices. ) 


Some depression in economic activity is frequently found follow- 
ing devaluation in developing countries, sometimes lasting only a few 
months, not infrequently lasting more thana year, While it is im- 
possible to disentangle the deflationary effects of devaluation from 
those of autonomous policy measures designed to facilitate success 
of the devaluation, there is much circumstantial evidence to suggest 
that the extent of depression is a surprise to the authorities in the 
devaluing countries, that they have not adequately taken into account 
the depressing effects of the devaluation itself, or that they have ex- 
aggerated its expansionary impetus. In too many cases, of course, 
the need to devalue arises from pre-devaluation inflation that has not 
been brought fully under control even after devaluation, and these 
cases reinforce the views of those who insist on strongly deflationary 
measures to accompany devaluation; in those cases further deflation 
is necessary to make the devaluation work. But in other cases fur- 
ther deflation is not necessary, and on the contrary may aggravate 
the difficulties of the authorities in keeping the situation under con- 
trol just as exports are expanding most rapidly. We return to this 
possibility below. 


Despite the theoretical argument that under some circumstances 
domestic prices need not rise following devaluation, in fact they in- 
variably do. This is partly because there is normally some effective 
devaluation for imports and export products, even when export sub- 
sidies are removed and imports are liberalized, and partly because 
the instinctive reaction of importers is to pass along to their custo- 
mers any increase in costs that they have incurred, If they are al- 
ready charging what the market will bear, however, these higher 
prices are not sustainable in a given monetary environment, and in 
the course of time competition among importers will result in a sub- 
sequent drop in prices —not to below the pre-devaluation level, but 
toward it, to an extent governed by the degree to which devaluation 
substitutes for import quotas as a restraint on imports. Such a pat- 
tern can be observed for about half of the few countries for which 
adequate monthly data on local prices of imports are available: pri- 
ces rise sharply following devaluation, reach a peak three or four 
months later, and then gradually drop back, sometimes substantially. 
In an inflationary monetary environment, of course, one does not 
observe a post-devaluation decline in prices, but the rate of increase 
is reduced temporarily. 














Higher prices will raise costs directly (especially since many im- 
ports are intermediate products and capital goods) and they will also 
stimulate demands for higher money incomes by local factors of pro- 
duction, especially wage and salary employees. But the cycle of wage 
and price increases should be self-limiting, unless all parties (includ- 
ing the government) attempt to maintain their real incomes in the face 
of rising import prices, or unless the devaluation stimulates price in- 
creases that are quite unrelated to increases in costs, In addition, for 
either case the monetary authorities must support the increase in money 
incomes with domestic credit expansion if domestic prices and incomes 


are to rise by the full amount of the devaluation without generating 
unemployment, 


As we saw in the first section, an open deficit will reflect both a 
level of expenditure and a distribution of income that is not sustainable 
at the existing level of output and with the existing structure of taxation 
and expenditures insofar as they affect distribution, Devaluation re- 
quires that some real incomes go down and that total expenditures go 
down, even though aggregate income need not drop. If, however, those 
who benefitted from the initial disequilbrium insist on retaining the 
same level of real income, and if they have the market power through 
administered prices or through wage bargaining to stake out that claim 


in monetary terms, then the devaluation cannot succeed without general 
deflation leading to unemployment. 


Second, the devaluation may stimulate price increases that were 
overdue in any case, but for reasons of law, custom, fear of public 
opprobrium, or simply inertia were not made earlier, This problem 
arises especially with public utilities subjected to an inflationary en- 
vironment in the past, Being highly visible to the public, electric com- 
panies and bus companies do not readily raise their rates, and they are 
frequently under substantial government pressure not todo so. A cur- 
rency devaluation, being little understood by the public, presents a 
natural occasion to raise such prices and lay responsibility on the de- 
valuation, Several devaluations have led to rioting in the streets —as 
well as to larger wage claims —when an economically unrelated in- 
crease in urban bus fares occurred shortly afterward. 


The monetary authorities are confronted with a dilemma; it is here 


that management of a devaluation is trickiest. Economists have been 
too little interested in these matters of management, even though they 
affect the final result. For, if the authorities do not allow some mone- 
tary expansion, unemployment and underutilization will result; and if 
they do allow it, the effects of the devaluation will be weakened and per- 
haps undermined, That various groups attempt to maintain their pre- 
devaluation incomes poses a more acute problem in the case of deval- 
uation from open deficit than devaluation from suppressed deficit, since 


in the latter case much of the adjustment toward equilibrium income 
distribution will already have been made, 
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In the cases studied, price-wage spiraling does not generally get 
out of control, at least within the year or so following devaluation. 
Twelve months after devaluation, wholesale prices of imported goods 
will generally have risen, but by less than the devaluation (after hav- 
ing fallen from a peak reached three or four months after devaluation, 
as noted earlier); general wholesale prices will have risen less than 
this; consumer prices will have risen by about the same as wholesale 
prices; and, except where devaluations are small, manufacturing 
wages will have risen by less than consumer prices, showing a de- 
cline in real wages following the devaluation. Thus nonwage incomes— 
mostly profits and rents —show an increase in real terms a year la- 
ter, and it is this increase that provides the incentive for the neces- 
sary reallocation of resources. This reallocation may ultimately 
restore and even raise real wages, depending on the relative factor 


intensities in the export industries as opposed to the protected 
industries. 


Thus, to sum up briefly the experience following devaluations in 
less developed countries, it seems that official anxieties concerning 
the economic effects are exaggerated, The country experiences are 
highly diverse, which of course may be unsettling to cautious offi- 
cials. But, for a hypothetical "representative" country, devaluation 
seems to improve both the trade balance and the payments position 
within the first year; it does not seem to lead to deterioration in the 
terms of trade of any consequence; it does lead to price increases, 
but not by amounts great enough to undermine the devaluation; price 
increases of imports are substantially less than the devaluation, sug- 
gesting that importer margins have been reduced; real wages fall; 
and there is a slump in economic activity following the devaluation. 


The political impact, The fourth apprehension concerns the poli- 
tical fate of those responsible for the decision to devalue, and here 
experience is not nearly so encouraging, A naive test is whether the 
government fell within a year of the devaluation, In nearly 30 per- 
cent of the cases examined it did. Some of these changes in govern- 
ment were clearly unrelated to the devaluation —Costa Rica and 
Colombia each happened to have elections within the year, for exam- 
ple, and both countries have quite regularly voted out the incumbent 
government in recent history. But in other cases the devaluation and 
associated policies for managing the economy were the main issue on 
which the government fell, And there were near misses in both Israel 
(1962) and India (1966), where the ruling government came under se- 


vere criticism for its decision to devalue, but survived the crisis for 
more than a year. 





A check was provided by examining a random control group of sim- 
ilar countries that did not devalue; governments changed within the 
year in only 14 percent of the control sample. Thus it appears that 





devaluation — or the policies that led to the need for devaluation, or 

the policies that followed it — roughly doubles the chance that a rul- 

ing group will be removed from power. But the test will have to be 
refined considerably before it can be regarded as anything more than 
suggestive, in particular by selecting a control group from countries 
that seem to be in some balance-of-payments difficulty but do not 
manage it by devaluation, rather than just from all developing countries, 


Ministers of finance fared much worse. iNearly 60 percent of them 
lost their jobs in the year following devaluation — half of them of 
course when their governments fell -- compared with a turnover in 
a control group of only 18 percent. So the chances of ouster for the 
official immediately responsible seems to increase by a factor of 
three as a result of devaluation. But again the test should be refined, 
and in any case losing one's job as finance minister does not neces- 
sarily end a political career, 


Conclusions 





Managing a devaluation through the transition phase to final suc- 
cess requires both judgment and delicacy in handling. Consider 
first the problem of aggregate demand. As we noted, this frequently 
falls following a devaluation, and unless the economy was badly over- 
heated beforehand it may lead to a drop in profits and employment, 
If the slump is sufficiently severe and prolonged, it will evoke calls 
for expansionary action by the government, for few governments these 
days can escape responsibility for developments in their economies, 
If the government then yields to these pressures, the expansionary 
policies may come when devaluation-induced export expansion is also 
taking hold with a lag, and thereby increase demand pressures on the 
economy at just the wrong time, The better course of action, on 
these grounds, would be to mitigate the stump — that is, to take some 
modest expansionary action with or immediately following the deval- 
uation, contrary to the usual advice —and then to draw back with 
monetary and fiscal policy when new export demand is becoming im- 
portant. Properly timed, this would reduce the social and economic 
costs of the slump and would prevent belated expansionary action, in 
response to political pressure, from undermining the effects of the 
devaluations on the trade balance. 


On the other hand, we have also seen that there is often a sharp 
increase in prices in the period immediately following devaluation, 
as importers attempt to pass on to their customers all or most of 
the increased cost of foreign goods, To the extent that these price 
increases, some of which are not otherwise sustainable, get built 
into wages and other local costs, they will undermine the devaluation, 
Timing here becomes crucial, The authorities should do what they 
can to reduce the temporary increase in prices (lest it become 





permanent), to make sure that it comes quickly and is brief, and to 
delay any wage settlements or administered price increases until 
after the peak of import prices has been reached and they are falling. 


The size of the temporary increase in prices can be influenced by 
the speed and extent of import liberalization, and this argues for 
liberalizing imports at once with devaluation (or even before, if that 
can be done without signaling the intention to devalue), instead of 
waiting several months as most countries have done, With respect 
to the promptness with which prices of imported goods begin to fall 
after their initial rise, the slump in total demand reinforces the de- 
sired outcome, and this factor cuts against the suggestion above that 
the slump should be mitigated. The timing of prospective wage set- 
tlements should if possible be taken into account in choosing the time 
to devalue, the aim being to allow a considerable lapse of time be- 
tween devaluation and major wage settlements. Necessary increases 
in administered prices, such as those of public utilities or of indus- 
tries in the public sector, should also be delayed until the temporary 
rise is past and some prices are falling. Finally, the seasonality of 
food prices should be taken into account; devaluations immediately 
after a good harvest are more likely to achieve prolonged success 
than are devaluations after a poor harvest or before the new harvest 
is in, when food stocks are low and food prices are rising. Bad har- 
vests, in particular, have greatly weakened the impact of several 
devaluations, notably those of India in 1966 and Colombia in 1962, 


New investment in the export sector will take place only if inves- 
tors believe that the change in relative prices achieved through de- 
valuation is a reasonably durable one. Thus, in terms of the timing 
of export response, expectations about the capacity and the will of the 
authorities to keep the economy under control are as important as 
their actual success in doing so. A country with a poor record of 
monetary and fiscal management, and with a history of inflation, is 
likely to have greater difficulty in bringing about the required reallo- 
cation of resources than one with more favorable experience in these 
respects. A slump, deep if not prolonged, may (regrettably) be nec- 
essary in such a country in order to establish a new pattern of expec- 
tations. Thus there is a dilemma with respect to macroeconomic 
management in the period immediately following a devaluation and in 
the end the authorities must inevitably tailor their policies to the 


particular requirements of the country, to some extent even playing 
by ear. 


At the same time, the apparent political consequences of devalua- 
tion —an increased probability that governments will lose their 
positions and ministers their jobs —is unsettling. For it means that 
there may be a sharp conflict between the personal interests of those 
in authority and the interests of the country, a conflict that has to be 





resolved by those same persons, and which too often may be resolved 
at the expense of the country, This conflict perhaps plays an even 
greater role than the "social contract" considerations outlined earlier 


in leading to procrastination over devaluation and an attempt to substi- 
tute ad hoc restrictions and subventions, 


It would thus be desirable to depoliticize the whole question of de- 
valuation, by making it less traumatic both for the officials and for the 
public. This suggests another reason, in addition to more strictly eco- 
nomic ones, for moving toward greater flexibility of exchange rates 
along the lines of the gliding parity, as Brazil and Columbia have done, 
Gradual changes in exchange rates would not only eliminate the political 
jolt and major economic dislocations following a large discrete devalua- 
tion, with its sharp alteration of relative prices and hence of factor in- 
comes, but would also avoid the major misallocation of resources that 
takes place as a disequilibrium builds up under a fixed exchange rate, 
Taking exchange-rate changes in small, frequent steps would also help 
to resolve the dilemma posed above: a slump would not be necessary 
to redirect resources into export industries, 


[ Extracted from Currency Deval- 
uation in Developing Countries, 
Essays in International Finance 
(pamphlet series) No. 86, 1971. 
Princeton, New Jersey: Depart- 
ment of Economics, Princeton 
University. ] 











Exchange Rate Flexibility 


With Endemic Inflation: A 
Case Study of Brazil 


William G. Tyler 


[ Brazil has since 1968 been adjusting its foreign exchange rate with 
great frequency in small steps. The virtues of this policy for coun- 


tries with high rates of price inflation are examined in light of the 
Brazilian experience. | 


Recent discussions of greater exchange rate flexi- 
bility have generally presumed relatively stable econ- 
omies and, subsequently, rather small exchange rate 
adjustments, The ''band proposal, '' for instance, pre- 


supposes that exchange rate fluctuations will occur 
within a rather narrow range, say 4 percent, of an 
established par value for a country's currency. Yet 
given the seemingly endemic inflation existing in many 
of the world's less developed countries, it appears 
doubtful that minor exchange adjustments around a cer- 
tain par value could resolve the problem of balance of 
payments for such inflating countries. Recent Brazil- 
ian exchange policy provides a good case study in which 
to examine some of the issues raised by the use of a 
"crawling peg'' in a rapidly inflating country. In Aug- 
ust 1968 the Brazilian monetary authorities initiated 

a policy of devaluing the cruzeiro every four weeks or 
so instead of on a more infrequent and irregular basis. 
After several years of this mini-devaluation policy, 
some preliminary conclusions are possibe. On the 
whole, the policy appears enormously successful, 


For a country characterized by seemingly chronic 
inflation, whatever its causes, the choice is not one 
between a fixed exchange rate and exchange adjustment. 


Dr. Tyler is Associate Professor of Economics, 
University of Florida, Gainesville. 





The very fact that inflation continues intractably rules out changes in 
domestic prices and incomes as a means of adjustment. Barring un- 
common circumstances, the exchange reserves for a country under a 
fixed exchange rate with inflation greater than that of its trading part- 
ners dwindle, and international credit dries up. Direct controls serve 
only temporarily as expedients. Eventually a change in the exchange 
rate is necessitated. Thus, the choice for a country experiencing high 
rates of inflation on a continuing basis is not between a fixed exchange 
rate and exchange rate adjustment; rather, it is between different meth- 
ods of exchange adjustment. 


There are basically four alternative methods of exchange adjust- 
ment available to the rapidly inflating country. A deficit country can 
employ: infrequent devaluations; more or less continual adjustments 
as with a mini-devaluation policy; a flexible exchange rate with govern- 
ment intervention to stabilize the market, discourage speculation, and 
iron out irregularities; or, a freely fluctuating market rate. Some 
would argue that the freely fluctuating, market-determined rates con- 
stitute the best method of exchange adjustment. Short of that, the man- 
aged flexibility implied in the mini-devaluation and interventionary flex- 
ible exchange rate regimes appear better than the awkward rigidity of 
the system of large infrequent devaluations, 


The policy of the International Monetary Fund for some time has 
maintained an informal dichotomy in its interpretation of acceptable 


balance of payments adjustment measures. One set of adjustment 
rules is considered appropriate for the developed, industrial coun- 
tries, while another more liberal set of rules is applied to the less 
developed countries. The Fund has been lax in insisting that newly 
admitted, less developed member countries establish a par value for 
their currencies. Still more important has been the gradual modifi- 
cation of the Fund position with respect to flexible exchange rates for 
less developed countries. Initially the Fund's position was one of be- 
grudging tolerance, but more recently it has changed to one of down- 
right advocacy and promotion of greater exchange flexibility for less 
developed countries under certain conditions, 


Brazilian Growth and Exchange Rate Policy | 





In the period ‘since World War II the Brazilian economy has ex- 
perienced remarkable growth and rapid industrialization: GDP grew 
at an annual average rate of about 6 percent from 1947 until 1972. 
Accompanying this growth was persistent inflation. During the mid- 
1960s growth slackened, inflation accelerated until 1964, and the 
economy stumbled through a period of stagnation and crisis. It was 
only toward the end of the 1960s, owing in great part to effective fi- 
nancial and economic policy, that high rates of growth were restored, 
Inflation was gradually brought under control, and exports began to 


108 





grow after nearly twenty years of virtual stagnation. The increases 
in overall growth and in exports have continued vigorously since 1970. 


Table 1: Macro Performance of the Brazilian Economy, 1947-1970 





(Annual Growth Rates except for Exports) 


Agri- Exports 
Industry culture (US$1000) Rate of Inflation 
(%) (%) (%) 





1947-1950 
1951-1955 
1956-1960 
1961 
1962 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
1970 


1, 196 10, 
1, 488 15, 
1, 334 20, 
1, 403 33, 
1,214 54, 
1, 406 78, 
1, 429 87, 
1, 595 55. 
1, 741 38, 
1, 654 27. 
1, 881 28, 
2,311 21, 
2,739 19. 
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Source: Centro de Contas Nacionals of the Fundacao Getulio Vargas, Conjuntura Economica, 
and Comericio Exterior Do Brazil. 








Five phases of Brazilian postwar exchange policy can be identi- 
fied. The first phase (1946-1953) was characterized by abuse-prone 
import licensing and a fixed exchange rate which become increas- 
ingly overvalued owing to domestic inflation, The period 1953-1959 
witnessed an elaborate set of multiple exchange rates. On the im- 
port side, several categories were established according to "essen- 
tiality, '' and auctions were used to allocate the foreign exchange 
alloted to the different categories. A third phase from 1959 to 1964 
entailed attempts at exchange unification with respect to both imports 
and exports. Gradually, however, these reform efforts disintegra- 
ted, and devaluation was again allowed to lag behind price increases, 





To partially ameliorate the effects of overvaluation, the monetary 
authorities resorted to a system of making partial, de facto devalua- 
tion through the use of exchange premiums that varied according to 
product. A fourth phase in policy, lasting until August 1968, began 
in 1964 with new attempts to unify the exchange system, In August 
1967, however, the monetary authorities stopped selling dollars to 
all comers, and a black market appeared literally overnight. In this 
fashion, as in the third phase, exchange unification took place in the 
initial stages only to later retrogress into a less unified system, 


In August 1968 the monetary authorities devalued and announced 
that they would henceforth follow a new policy. Instead of devaluing 
infrequently (every twelve months or so) devaluations began to occur 
more frequently and in smaller amounts. From December 1964 
through August 1968 there were four devaluations, averaging 18.4 
percent each in nominal terms, with an average interval between them 
of 298 days. From the initiation of the mini-devaluation policy to Sep- 
tember 1, 1971 there were twenty-four exchange rate devaluations 
averaging only 1.6 percent and occurring, on average, every 44 days. 
The time between adjustments has been in no case less than two weeks 
nor more than two morths, Reasons given for the policy were to stop 


adverse movements of speculative capital and to improve export 
performance, 


Trade Performance 





To examine the impact of exchange policy, we estimate real ex- 
change rates through deflating nominal export exchange rates by the 
Brazilian wholesale price index. The resultant exchange rate is then 
adjusted for dollar inflation. Between the initiation of the mini-de- 
valuation policy in August 1968 (which began with a real devaluation 
of about 12 percent) and June 1971 the dollar-inflation-adjusted real 
exchange rate was permitted to fall by some 10 percent. Offsetting 
the decline in the real export exchange rate, however, has been the 
implementation of a host of fiscal incentives for export —mainly for 
manufactured products, These tax incentives were estimated in Aug- 
ust 1971 to have an-average value equal to some 50 percent of the 
domestic retail price for industrial exports. The implementation of 
the fiscal incentives for export had the effect of a system of multiple 
exchange rates: in addition to what amounts to a separate and lower 
coffee export exchange rate, the fiscal incentives provide various 
premiums to exporters of manufactures, Disregarding tariffs and 


export incentives, imports are made at essentially the same rate as 
non-coffee exports. 


Exchange rate policy seems to have played a major role in con- 
tributing to Brazil's success in export expansion and diversification 
in recent years. In addition to the level of the real exchange rate, 





stability in that level has important determining effects on export 
behavior, With the method of large periodic devaluations, a degree 
of uncertainty and risk is injected into the expectations of exporters 
that is not evident under a system of continual exchange rate adjust- 
ment, A potential exporter is exposed to risk that he does not face 
in the domestic market — the exchange rate, In the domestic mar- 
ket sales prices can presumably rise with production costs, but in 
the export market unit local currency receipts are fixed by the nom- 
inal exchange rate. When a devaluation occurs, export prices in 
local currency are fixed at a new, higher level. To predict his 
profit margin the exporter must be able to accurately forecast the 
size and time of the devaluations. 


Frequent devaluations, or continual depreciation accompanying the 
expected inflation, do much to remove the uncertainty and exchange 
risk confronting the potential exporter. The greater evenness in unit 
local currency export receipts and the greater predictability of profit 
margins are believed to be important in promoting exports. The 
elimination of the on-again-off-again nature of export profitability 
brought by the large, periodic devaluations permits the exporter to 
make plans and marketing arrangements for selling his products in 
international markets. It also assures the foreign buyer a greater 
dependability of supply. 


The argument that a relatively steady real exchange rate is more 
conducive to export expansion than one characterized by greater os- 
cillations finds support in the Brazilian case, Between January 1963 
and the initiation of the mini-devaluation policy in August 1968 the 
average monthly variation in the dollar-inflation-adjusted values 
amounted to a noteworthy 7 percent, while from then until June 1971 
the average monthly variation registered a more modest 1.5 percent. 
At the same time, as shown in Table 1, Brazilian exports were ex- 
periencing a considerable expansion, 


A series of in depth interviews with some thirty-five manufacturers 
was undertaken to examine the determinants of export behavior and 
the effectiveness of policy. Respondents were chosen to reflect dif- 
fering export performance, firm size, product, and nationality of 
firm ownership. Almost without exception firms brought up and 
stressed the importance of the mini-devaluation policy in diminish- 
ing entrepreneurial risk by enabling them to more accurately predict 
export profitability. Furthermore, many firms emphasized that the 
implementation of the mini-devaluation policy was an indication of 
the government's sincerity in promoting exports and providing sup- 
port for exporting firms. 





Speculation and Short-term Capital Flows 





A paramount question for flexible exchange rates is whether spec- 
ulation is stabilizing or destabilizing. While there is much theoreti- 
cal literature supporting both possibilities, the empirical work is 
somewhat limited and ambivalent, Under a policy of discretionary 
devaluation by the monetary authorities, the destabilizing speculative 
flow problem clearly exists. The longer the period between devaluations 
and the greater their magnitude, the greater will be the problem 
around the time of the expected devaluation. The periodic devaluation 
method has a speculation cycle all of its own, Prior to an anticipated 
devaluation speculators switch into foreign currency at an overvalued 
exchange rate, wait out the devaluation, and afterwards switch back 
into local currency at the new rate, thus realizing a windfall gain of 
the amount of the devaluation, With frequent minidevaluations, this 
speculative cycle is virtually eliminated. 


In examining the Brazilian case, it is apparent that the institution 
of the crawling peg has not resulted in adverse speculative flows. In 
fact the heavy movement of capital that was witnessed around the time 
of devaluation under the previous, periodic jolt method of devaluation 
is no longer present. It is impossible to precisely isolate the effects 
of the mini-devaluation policy: a number of policies and financial sector 
reforms have also had a balance-of-payments impact, and it is impos- 
sible to disentangle their effects. Nevertheless, by examining some of 
these other policies and occurrences along with developments. in the ex- 
ternal accounts, we can form some judgments, 


Major changes have been made with respect to interest rate policy 


and capital markets. Faced with legal restrictions on interest rates, 
the early 1960s witnessed increasingly negative real interest rates as 
the inflation accelerated. As part of the stabilization measures under- 
taken by the government, monetary correction (indexing) was extended 
to the major financial instruments in 1965-1966 [ see Development Di- 
gest, January 1975, pp. 15-25]. Monetary correction coupled with - 
greater than anticipated success to reducing inflation resulted in turn- 
ing real interest rates from negative to positive in 1966 for the recen- 
tly created, readjustable treasury bonds, and in 1967 for commercial 
bank loans, Since 1968 the monetary authorities have employed incen- 
tives in an attempt to induce commercial banks to reduce their loan rates. 


Further institutional changes have occurred in the nascent Brazilian 
stock market. The government has undertaken numerous measures, 
such as a substantial income tax deduction for stock purchases and the 
exemption of capital gains from taxation, to stimulate the development 
and later to bolster the level of the stock market, Brazil's resurgence 
of economic growth plus the institutional measures propping up the mar- 
ket have given rise to an unparalleled stock market boom, From Decem- 
ber 1968 to August 1971 the BV index of prices for stocks listed on the 
Rio de Janeiro exchange increased by over 18 times, 








As can be seen from Table 2, the capital account in Brazil's bal- 
ance of payments has witnessed important changes in recent years, 
Since the initiation of the mini-devaluation policy.and other financial 
reforms, a net autonomous inflow of foreign capital has increased 
continually, accounting for overall balance of payments surpluses 
since 1968. Importantly, net private foreign loans and financing 
have risen dramatically, (Short-term private borrowing and lending 
are included under both the items for ''Loans and Financing" and 
"Other. "") 


The capital inflow and resultant balance of surpluses have greatly 
increased Brazil's foreign reserves and presented the monetary auth- 
orities with the problem of monetizing the inflow of foreign credits. 
By the end of 1970 Brazil's holdings of liquid foreign assets had risen 
to an unprecedented high of US $ 1.9 billion, or approximately two- 
thirds of her 1970 imports. 


Table 2: The Brazilian Balance of Payments, 1961-1970 (In Millions of U.S. Dollars) 








1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 





Exports (FOB) 1,403 1,214 1,406 1,430 1,596 1,741 1,654 1,881 2,311 2,739 


Imports (FOB) -1, 292 -1, 304 -1, 294 -1,086 -941 -1,303 -1,441 -1,855 -1,993 -2,526 


Current Account Balance -261 -423  -147 102 283 -33 -277 -503 
Net Autonomous Capital 

Movements 327 245 13 92 79 205 

Private Capital 224 42 67 

Direct investment 108 69 30 28 

Direct reinvestment 39 63 57 58 

Loans and financing 346 178 54 

Amortization -210 -188 


-269 -622 


850 1,068 
757 
124 


Other, including some short- 
term net capital flows -59 65 


Non-Accommodating Government 
Capital } 53 33 


Loans and financing 183 165 


Amortization ; -117  -122 -205 -233 


-19 =-34 
153 -245 
-44 -8 


Errors and Omissions 49 -140 
Surplus (+) or Deficit ( — ) 115-318 68 
Commercial Arrears -68 57 


Accommodating Government 
Financing -47 155 -125 -109 253 





Source: Banco Central do Brazil, Boletim, various issues. 


The sizable net inflow of short- and medium-term capital since 
1968 reflects a number of factors. Interest rate policy has brought 
about positive real interest rates, and a credit squeeze. Such con- 
ditions have resulted in a classic inflow of short- and medium-term 
capital, Such borrowing, however, has not taken the form of highly 
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mobile international capital seeking higher interest rates. It has re- 
sulted from local (foreign and domestic) firms, feeling the pinch of the 
credit squeezes, seeking and acquiring short- and medium-term loans 
abroad. Foreign firms especially have increasingly resorted to this 
practice; flows of capital between parent company and subsidiary al- 
ledgedly have accounted for much of the borrowing. Changes in admin- 
istrative ground rules, coupled with the favorable foreign investment 
climate, have made it attractive for foreign companies to bring money 
into Brazil as loans rather than having it registered as foreign investment. 


Another apparent factor accounting for the recent short- and med- 
ium-term net capital inflow has been the stock market boom, The 
frenzy of activity in the stock market since 1968 appears to have dam- 
pened capital outflows. In addition, it has been alleged that much for- 
eign capital has found its way into the Brazilian stock market. 


A third factor is the advent of the mini-devaluation policy. While 
it is natural that short- and medium-term capital would flow to where 
there exists a liquidity shortage, prior to 1968 such capital flows were 
impeded for Brazil by the exchange rate regime. The unpredictability 
of exchange rate devaluation injected an element of uncertainty into the 
decisions of bankers, corporate treasurers, and speculators. The 
mini-devaluation policy, coupled with reforms in interest rate policy 
resulted in a greater openness of the economy's balance of payments, 


Inflation 


A charge frequently made against flexibility in exchange rates is 
that such flexibility will inevitably lead to inflationary tendencies. 
Without the ironclad discipline of a fixed exchange rate government 
authorities will supposedly be unable to resist the inflationary tempta- 
tions of irresponsible monetary and fiscal policy. Under the present 
adjustable peg system, as exemplified by the rules of the IMF, ex- 
change rates are subject to alteration in the event of ''fundamental dis- 
equilibrium, '' Without unquestionable fixity in exchange rates, forcing 
balance of payments adjustment via the noxious medicine of adjustment 
in domestic prices and incomes (and/or direct controls), the ''iron- 
clad discipline'' of the fixed exchange rate is nonexistent. 


The question 
becomes one of degree, 


One might argue that large infrequent exchange rate adjustments 
tend to be more inflationary than more gradual adjustments, owing 
to the inflationary jolt given to the economy by a large devaluation. 
Following such a devaluation price and wage adjustments are usually 
made. The elimination of large devaluations spreads out the infla- 
tionary impulse resulting from exchange depreciation, Furthermore, 
with mini-devaluations the devaluation excuse to raise prices and in- 
crease wages is removed; other pretexts have to be found by busines - 
smen and labor leaders. There is some suggestive evidence that this 
inflationary jolt argument connected with devaluation applies in Brazil. 
In examining the four large devaluations of December 26, 1974. Nov- 
ember 16, 1965, February 13, 1967, and April 1, 1968, it was found 
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that in all cases the rate of inflation (as measured by the cost of liv- 
ing index) for the three months following the exchange rate adjustment 
exceeded that for the three months prior to the devaluation. In only 
one case was the difference less than 10 percent. 


Whether infrequent or continual devaluations are slighly more or 
less inflationary is not a question of great concern in the Brazilian 
case, however. Whichever type of exchange regime the monetary 
authorities adopt, Brazil in its present institutional and economic 
circumstances will continue to experience inflation greater than its 
trading partners, But the Brazilian experience at least indicates 
that frequent changes in a country's exchange rate need not result in 
unbridled inflation. As was seen in Table l, the Brazilian inflation 
has not accelerated since the initiation of mini-devaluations. Instead, 
the rate of inflation decreased — not as a result of the mini-deval- 
uation policy but of other policies. The use of more or less con- 
tinual exchange adjustment has not resulted ina series of irrespon- 
sible monetary and fiscal measures. 


Administrative and Political Dimensions 





While the rate of inflation in large part depends upon the suitability 
of financial policy, there are reasons to believe that in Brazil the 
administrative and political constraints to the implementation of such 
financial policies are eased in some measure for the mini-devaluation 


policy. When compared to the periodic jolt method of annual deval- 
uation, the Brazilian mini-devaluation policy offers advantages of 
increased independence in monetary policy, apparent greater ease in 
devaluing and maintaining a certain real exchange rate, and increased 
protection from accusations of administrative abuse and corruption, 


With the previous system of large periodic devaluation serious 
constraints in the administration of policy were encountered by the 
Brazilian monetary authorities. The devaluation cycle was accom- 
panied by events resulting in considerable pressures and a subse- 
quent loss in monetary policy independence, Following a devalua- 
tion large inflows of foreign capital occurred which were accounted 
for in large part by subsidiaries of foreign firms receiving loans 
from their head offices abroad. Such a capital inflow resulted not 
only in the problem of monetizing foreign credits in cruzeiros but 
also a clamor among Brazilian firms for increased access to credit. 
Therefore, while the accepted noninflationary monetary doctrine 
would be to sterilize the increase in foreign reserves through off- 
setting domestic credit contraction, political realities, stressing 
the unequal distribution of benefits and the discrimination against 
less well-connected national enterprises were translated into strong 
pressures militating not only against such contraction but in favor 
of expansion, These pressures in general proved irresistible, thus 
serving to scuttle anti-inflationary monetary policy in the months 
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following a devaluation despite the initial good intentions and resolu- 
tions of the monetary authorities. As the devaluation cycle wore on, 
other pressures arose. With approaching devaluation foreign subsid- 
iaries began to repay loans from their head offices. Since these firms 
did not contract new loans from abroad, they exerted pressure on the 
Brazilian monetary authorities to supply the credit required to main- 
tain their production. Once again the pressures were expansionary. 
Since the initiation of the mini-devaluation policy, monetary policy 


has exhibited greater independence from these pressures associated 
with the devaluation cycle. 


The mini-devaluation policy is also important in overcoming nomi- 
nal exchange inertia and reducing the political pressures associated 
with devaluation. Despite the fact that exchange rate selection under 
both the periodic and mini-devaluation policies is a discretionary 
matter, political constraints appear to differ under the two systems, 
There is a definite political resistance to a once-in-awhile, large 
devaluation, A large infrequent change in the exchange rate is seen as 
catclysmic event — an explicit admission of failure by the government. 
In addition to the discomfiture caused by the political embarrassment 
of a large devaluation, the government may have other reasons for 
delayirg or reducing devaluation, It may find that it has its own bud- 
geting and financial interests at stake as an importer, In the Brazilian 
case considerable imports are made by government enterprises. 


Such pressures for delaying or reducing devaluation are not so 
readily apparent with the mini-devaluation policy. Small changes are 
far less dramatic than large changes. By introducing a high degree of 
automaticity into exchange rate policy, Brazilian policymakers have 
shielded themselves from political pressures attendant on devaluation, 
The initiation of the mini-devaluation policy in Brazil has also dimin- 
ished the scope for administrative abuse and corruption, With no 
obvious large windfall gains possible for insiders with access to priv- 
ileged information concerning devaluation, the suspicions and accusa- 
tions of administrative malfeasance at the time of devaluation are 
diminished. Under the previous exchange devaluation regime, rumors 
and accusations were rife, questioning government integrity and 
threatening political consequences, With the mini-devaluation policy, 


the automaticity of the system succeeded in defusing a potentially 
political issue. 


[ Extracted from Chapter 2 of Leading 
Issues in International Economic Policy, 
Essays in honor of George N, Halm, C. 
Fred Bergsten and William G, Tyler eds. 
Lexington, Massachusetts: Lexington 
Books, D.C, Heath and Co., 1973, pp. 
19-43. Copyright©, D.C. Heath and Co. ] 








The Operations Account System 
in French-Speaking Africa 


Holger L, Engberg 


{[ The monetary arrangements in the 14 west and central African coun- 
tries having a common currency, the CFA franc — which is tied to 
the French franc —are described. The system has provided an ex- 
change rate stability which has considerable value for national devel- 
opment; the principal liability is a dependency on French policies. ] 


Franco-African relations have come under increas- 
ing fire during the past few years. African dissatis- 
faction with various aspects of the co-operation agree- 
ments between France and her former colonies is not 
new, but has recently been more clearly articulated 
and specifically focused on the structure and regula- 
tions of the franc zone which, it is argued, tend to 
make African states excessively dependent on France, 
This applies particularly to the monetary agreements, 
Twelve former French West and Central African states 
share a common currency, the C. F.A, franc, issued 
by two multi-national central banks in Paris. It is 
freely convertible into the French franc at a fixed rate 
of.exchange 50 C, F.A,F. = 1F,F. The French treas- 
ury guarantees the external convertibility of the C. F. A. 
franc, in return for which the African states pool all 
their foreign exchange earnings in Paris, and use the 
French franc as a transaction currency for buying and 
selling other currencies. 


Those governments which have these monetary 


” agreements with France are now seeking to modify 


them in order to achieve greater flexibility in national 
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credit policies, and some control over the accumulated foreign ex- 
change reserves. Questions have been raised by African leaders 

about the parity rate of exchange with the French franc in connection 
with the French devaluation in 1969, the establishment of dual exchange 
markets in 1971, and the international monetary unrest in the follow- 
ing period. The C. F.A, franc is widely considered overvalued at the 
existing rate of exchange, and would collapse if France withdrew its 
convertibility guarantee. 


Some changes have already taken place, and France has generally 
assumed a flexible position in her negotiations with the African states. 
Mauretania has decided to leave the West African Monetary Union and 
establish a national currency, but may still remain in the franc zone, 
New agreements for monetary co-operation between France and the 
five Central African states have been signed, providing for more 
African participation in the multi-national central bank of that region. 
Modifications can also be expected in the arrangement under which 
France controls and manages the foreign exchange reserves of the 
African states. Other probable changes include the relocation in Africa 
of the headquarters of the two multi-national central banks, as well as 
the more rapid Africanization of their management, 


However, the basic principle of free convertibility between the 
C.F, A. franc and the French franc, and the French treasury guaran- 
tee of the external value of the African currency, have been reaffirmed 
repeatedly. This is the same as saying that the operations account must 
be maintained, because it is through this system that the French treas- 
ury makes effective its guarantee of the external convertibility of the 
C.F,.A. franc. Various aspects of these unique currency arrangements 
are explored in some detail in the following sections, 


Operations Account Transactions 





Each of the two multi-national central banks, La Banque centrale 
des etats de l' Afrique de l' ouest (B.C. E. A. O.) in West Africa, and 
La Bangue des etats de l' Afrique centrale (B. E. A. C. ) in Central 
Africa, is accorded an operations account at the French treasury. 
Practically all transactions involving the sale and purchase of C. F.A. 
francs appear as debits and credits on the operations account of the 
central bank concerned, In addition, La Banque centrale du Mali and 
L'Institut d' emission malgache each has an operations account, 
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Dahomey Senegal Cameroun Congo- Mali 
Ivory Coast Togo Central African . Brazzaville Malagasy 
Mauretania Upper Volta Republic Gabon 

Niger Chad 





For example, a resident of Senegal requiring U.S, dollars first 
obtains French francs by selling C, F, A,: francs, and then purcha- 
ses dollars for French francs, The sale of C.F. A. frances appears 
as a debit on the operations account of the B.C. E. A. O., and the 
purchase of dollars is a debit on the exchange account of the West 
African central bank with the French stabilization fund, Likewise, 
a coffee exporter in the Ivory Coast earning French francs sells his 
export revenue for C.F, A, francs and the operations account of the 
B.C. E,A.O. is credited, All uses of foreign exchange, including 
-French francs, by any of the member countries of the two multi- 
national central banks result in debits on the respective operations 
accounts, and all supplies of non-C. F, A, currencies result in 
credits, Thus, official French grants and loans to the overseas 
franc zone appear as credits; and all dividends, interest payments, 
and other remittances from C. F. A, countries to France and else- 
where result in debits. Moreover, practically all transactions among 
the different parts of the franc zone appear on the respective opera- 
tions accounts, For example, remittances from Senegal to Gabon 
are recorded as debits on the operations account of the West African 
central bank, and as credits on the account of the B. E.A.C. in Cen- 
tral Africa. Changes in the net balance of this account consequently 
reflect the collective over-all balance-of-payments position of the 
various parts of the franc zone, 


In principle, the French treasury grants unlimited overdraft facili- 
ties on each operations account, and it is this feature which assures 
the convertibility of the C. F. A. franc since it permits the participat- 
ing countries to draw French francs — without regard to the foreign 
exchange earned, There is a progressive interest rate charged by 
the French treasury on any net debit balances, but the rate cannot 
exceed the basic discount rate posted by the Bank of France. Like- 
wise, net credit balances earn an interest equal to the discount rate. 


The operations accounts were opened at the French treasury, not 
at the Bank of France, in order to minimize the impact of overseas 
franc zone finances on the metropolitan economy. . When the auto- 
matic overdraft facilities are used by an associated central bank, such 
as the B, E.A,C., to cover an excess of payments abroad over re- 
ceipts from outside the region (the bulk of which represents trans- 
actions with France), the French treasury finances the overdraft, 
either through the budget or by selling long-term securities, thus 
offsetting the expansionary impact on money supply and incomes in 
metropolitan France, If the operations atcount had been maintained 
with the Bank of France, the overdraft by B. E, A, C. would represent 
reserve creation, 


In summary, then, the operations account is a 'discount window' 
at the French treasury for each of the multi-nafional central banks in 





former French West and Central Africa, and for the central banking 
institutions in Mali and the Malagasy Republic. Financial institutions 
operating in these African states, including the African treasuries — 
which also act as financial intermediaries, acquire additional reserves 
from the central bank of their area when the demand for credit is high; 
and the central bank may, in much the same fashion, obtain additional 


(foreign exchange) reserves from the French treasury, if it should be 
necessary. 


Limitations on the use of the 
Operations Account 








This ‘discount window', however, is not wide open. The extent to 
which an operations account can be in deficit-is, in fact, limited. - It 
would be unreasonable, after all, to expect the French treasury to 
permit unlimited capital transfer to the overseas franc zone at the dis-. 
cretion of locally administered central banks, The participating inde- 
pendent states could then engage in highly expansionary policies financed 
by overdrafts on the regional operations account, This would be simi- 
lar to a commercial bank undertaking an ever-expanding loan policy with 


the knowledge that it can borrow unlimited amounts of reserves from 
the central bank, 


A number of safeguards exist to limit the use of overdraft facilities, 
First, there is an implicit code of behavior and a tendency to play the 
game accordingly, since unreasonable deviations by one participating 
country obviously will lead to censure by the others (and by France), 
Secondly, France is heavily represented on the governing boards of the 
African central banks, and this ensures effective supervision of local 
credit operations. For example, the B,C, E.A.O. in West Africa has 
a board of directors with two-thirds of its members appointed by the 
participating African states, and one-third appointed by the French 
Government, For this Bank, the drawing rights on its operations account 
are limited by required minimum ratios between the foreign exchange 
reserves (French francs) and its deposit liabilities, Thus, if the ex- 
ternal reserves fali to 20 percent or less of the bank's demand liabil- 
ities throughout a 60-day period, the board of directors must meet to 
consider appropriate measures. If the ratio falls to 10 percent or less 
over a 30-day period, the board must meet to decide whether to raise 
the discount rate or take other measures. Presumably, the board of 
directors can decide that the fall in external reserves (or the increase 
in the bank's demand liabilities) is of a temporary nature which does 
not warrant a tightening of credit. However, if restrictive measures 
have been introduced, they can be removed only by a three-quarter 


majority of the directors which, in fact, gives the French Government 
the power of veto. 





In addition to these provisions contained in the statutes of the 
B.C. E, A.O., the separate agreement between France and the West 
African Monetary Union stipulates that if the operations account 
shows a debit throughout a 60-day period, certain measures will 
have to be taken automatically. These include an increase in the 
discount rate, and a reduction of rediscount ceilings and other short- 
term credit facilities in those member states which have made heavy 
net drawings on the common operations account, The convertibility 
guarantee of the French treasury is in this way protected by succes- 
sive warning signals given, first, by the foreign exchange reserves 
in relation to central bank demand liabilities (mostly currency in 
circylation) and, later, by the net balance on the operations account, 
In addition, it should be noted that French Government representa-- 


tives always participate most directly in the formulation of over-all 
credit policy. 


Thus, the operations accounts are based upon formal agreements, 
heavy French representation on the African central banks, and an 
implicit understanding on the part of all member states to play accord- 
ing to the rules of the collective game. It has so far been the French 
position that a similar agreement cannot normally be extended to 
national central banks which individual countries may wish to set up. 
When Guinea and Mali left the franc zone and established separate 
national banks (in 1958 and 1962, respectively), their participation in 


the operations account of the West African monetary system was auto- 
matically severed. 


But when fhe central bank of Mali was reorganized in 1968, a pro- 
gram of monetary reconstruction was undertaken with French assis- 
tance, It was envisioned that Mali eventually would become a mem- 
ber of the West African Monetary Union, and the central bank was 
consequently given an operations account at the French treasury dur- 
ing the transition period. Another special case is the Malagasy 
Republic, Geographical remoteness prevented this huge, isolated 
island from becoming a member of either of the two francophone 
regional céntral banks on the African continent, and a separate cen- 
tral bank was established with its own operations account. However, 
France is represented on the management of this central bank in such 
a way as to ensure control over the credit policy. 


An Evaluation of the System 





The operations account is the cornerstone of the French franc zone, 
and an evaluation of the benefits and costs of this arrangement is, con- 
sequently, essentially an evaluation of the entire monetary arrange- 
ment between France and her former colonies. Domestic monetary 
stability in the African states is obviously a benefit of the first order. 
This stability is partly a result of the built-in counter-inflationary 
mechanism which permits an automatic increase in the supply of 





imported goods and services in response to any rise in aggregate de- 
mand caused by, for example, improved world market prices or large 
crops of the commodities exported by these countries. The free and 
unlimited convertibility of the C.F. A. franc into French francs — and 
thereby into most other currencie’s for current-account transactions — 
secures a highly elastic supply of consumer goods as domestic demands 
shift. Although individual member countries have delegated their mone- 
tary autonomy to the regional central bank, they can still exercise some 
control over imports through tariffs and even quotas. However, the 


significant point is thatan increase effective demand can be satisfied 
through greater imports. 


This means that the serious foreign exchange crises, which have been 
of much concern to other less-developed countries, are practically un- 
known to the African member states of the franc zone, and this has, of 
course, had important implications for the continuity of their develop- 
ment policies. While countries such as Ghana, Guinea, and Mali have 
had to reduce their development expenditures or entirely restructure 
their development plans because of shortage of foreign exchange, the 


francophone countries, individually, have been in a position to largely 
ignore this constraint, 


Moreover, the stability of the C. F. A. franc has been accompanied 
by accumulation of fairly modest international reserves, The West 
African central bank has been a relatively large creditor on its opera- 


tions account, and its reserve holdings doubled between 1962, when it 
was established, and 1972. The Central African bank's international 
reserves rose much more slowly, and the reserves of L'Institut d' 
emission malgache remained largely unchanged between 1962 and 1972, 
although there were wide fluctuations from year to year. Using the 
total import bill as a denominator, the West African reserves were not 
much larger at the end of 1972 than they were ten years previously, and 
the Central African and Malagasy reserves were certainly smaller in 
terms of imports. Since foreign reserves represent real resources 
which are tied up to protect the external convertibility of a currency, a 
country is better off the less is accumulated in this way. 








Thus, the convertibility of the C. F. A, franc is not a function of the 
foreign reserves held by the francophone African central banks, which 
are relatively modest; rather, the accumulation of foreign reserves is, 
at least partially, a consequence of convertibility. This was well illus- 
trated in 1962 when rumours were circulating that Senegal wished to 
withdraw from the West African monetary system and establish a nat- 
ional central bank, Very large capital transfers took place from Sene- 
gal to France, which were not checked until the Government unambig- 
uously declared that Senegal would remain a member of the franc zone 
and of the regional central bank, Similarly, when Mauretania in late 
1972 announced her intention to leave the West African Monetary Union 
and issue a national currency, a complete system of controls over all 





uses of foreign exchange was necessary to prevent serious leakages 


of foreign reserves, despite Mauretania's comfortable reserve posi- 
tion at that time. 


The operations account guarantees the stability of the C.F. A. franc 
and its convertibility into French francs at a fixed rate of exchange, 
but it is also evident that the monetary affairs of the African countries 
vis-a-vis the rest of the world are in the hands of France. Indeed, 
the C.F. A. franc is convertible internationally because the French 
franc is convertible, and if exchange restrictions are introduced in 
France, as they were in May 1968, these restrictions automatically 
affect the convertibility of the C.F. A. franc. When the French franc 
is devalued, as in August 1969, the C. F. A. franc is devalued by the 
same percentage to maintain the fixed rate of exchange. The estab- 
lishment of a dual exchange market for the French franc necessitates 
a similar arrangement in all the African member states of the franc 
zone, And when the French franc floats with other European curren- 
cies against the dollar and the yen, the C. F. A, franc has to join the 
float. This follows implicitly from the exchange regime of the franc 
zone which resembles the classical gold standard. 


Devaluations and a floating exchange rate, separation of exchange 
transactions, and other financial measures implemented by France in 
response to international monetary pressures and uncertainties in the 
industrial northern hemisphere may be disruptive to the African 
economies in their efforts to maintain domestic stability. This is par- 
ticularly the case for those African countries which have succeeded in 
developing significant trade with North and South America, Japan, and 
other non-European states, Likewise, inflationary pressures in France 
are easily transmitted to the African economies via the trade and ser- 
vices balance, since imports from France, which still make up more 


than 50 per cent of the import bill (in particular, of consumer goods), 
become more expensive, 


Conclusions 





The operations account system has for more than ten years provi- 
ded 14 African countries, most of which are among the poorest of the 
less-developed world, with a common currency which is freely con- 
vertible into French francs at a fixed exchange rate, This system was 
formulated in the late 1950s, and implemented in the early 1960s at a 
time when the Franch franc was regaining its international strength and 
status as one of the world's major currencies. The operations account 
guarantees the convertibility of the C. F. A. franc, and partially re- 
moves the balance-of-payments as a constraint on the development 
efforts of individual member countries of the French franc zone. The 
price paid for this unique relationship consists of other constraints, 
including monetary dependence on France (the former colonial metro- 
pole), and fixed exchange rates among the overseas members of the 
franc zone, regardless of significant differences in their growth rates 
and development paths over the years, 





When the British colonies in West and East Africa became indepen- 
dent, central banks were established in each of the new nation-states. 
They issued their own currency and began to manage their domestic 
money supply and credit volume primarily in pursuit of national policy 
goals. They hoped to break the link between their domestic economies 
and balance-of-payments fluctuations, most of which were caused by 
factors outside their own control; and they largely failed, as they had 
to, where foreign exchange reserves are limited and the bulk of econo- 
mic activities are geared to production for export. 


The former French colonies in West and Central Africa (and the Mal- 
agasy Republic) chose a somewhat different pattern. The colonial cur- 
rency mechanism was revamped and expanded, and decision-making 
processes were changed to allow for greater participation by the new, 
independent states. But the former colonial power maintained ultimate 
and effective control over aggregate credit creation and the pooled for- 
eign exchange reserves, Under this system the link between individual 
economies and balance-of-payments fluctuations was broken; domestic 
credit expansion and development programs were continued, despite ad- 
verse balance-of-payments trends in individual countries, because they 
were members of a larger monetary area with ultimate overdraft facil- 
ities at the French treasury. Thus, the former French colonies, in- 
dividually, achieved at least some degree of flexibility by continuing 
their monetary dependence on France, while the former British col- 


onies, breaking their colonial monetary ties in order to gain — 
flexibility, ended up with less. 


The political significance of this monetary dependence on France, 
however, cannot be ignored. While there are no indications that the 
C.F.A. franc zone is about to break up, dissatisfaction with specific 
features is widespread and growing. One of the principal targets of 
criticism is the fixed and unchangeable relationship with the French 
franc, and particularly the failure of the French Government to con- 
sult members of the overseas franc zone concerning parity changes of 
the French — and thereby the C. F.A. —franc, In this eonnection, the 
official French position has been that parity changes are a‘matter for 
France and France alone, because she is guaranteeing the C. F.A 
franc, The political dimensions of the entire relationship —trade and 
aid, as well as monetary —between France and her former colonies 
will undoubtedly increase in importance as the African states. proceed 
in their development efforts, and the economic benefits from this re- 
lationship are increasingly offset by the political costs of continuing to 
subject themselves to French economic dominance, 


[ Extracted from Journal of Modern 
African Studies, Vol. 11, No. 4, 1973 
pp. 537-45. Cambridge, England: 
Cambridge University Press. ] 
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In Africa, Asia, and Latin America, the DIGEST is distributed through the 
U.S. Agency for International Development to persons with a professional 
concern with the development process. Requests for copies should be 
directed to the AID mission or, if there is no AID office, to the U.S. Embassy. 


Readers in North America, Europe, Japan, Australia, and New Zealand, 
may purchase the DIGEST from the U.S. Government Printing Office. 
An annual subscription (4 issues) is $7.90 in the U.S., $7.90 plus $2.00 
mailing charge elsewhere. Single copies are $2.00. A discount of 25 
percent is offered on purchases of 100 or more. Subscription order, 
enclosing payment, should be sent to: 


Superintendent of Documents 
Government Printing Office 
Washington, D.C. 20402 
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